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The Annual Convention 


Bankers Association which was concluded in Los An- 

geles, October 7, 1921 after a week’s deliberation, was 
a convention of maximum value to the bankers and in turn 
to the business not only of the nation but of the world, for 
rising above national boundaries, it was international in scope 
of its deliberations and broad and courageous: in its recom- 
mendations of policies. Unmarked by anything approaching 
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the spectacular, it was, however, markedly characterized by - 


an impressiveness, which was manifested by a good’ atten- 
dance of delegates from afar and by the regularity and 
punctuality of the attendance at the several sessions. 

The presentation of the great program, unanimously 
regarded as offering fine opportunities for business enlighten- 
ment was followed with profound interest. It gave a com- 
prehensive review of the business world, it set up guidance 
for future prosperity, and by the interjection of side lights 
from ancient and modern history, as well as an illuminating 
survey of business conditions in our own nation, the program 
inspired a new business optimism. 

The value of the convention to banking and to all busi- 
ness may be suggested rather than told. The principal con- 
clusions of the general convention are embodied in a series 
of resolutions printed in full elsewhere in this issue. Sum- 
marized, these resolutions, made declarations of opinion, be- 
lief or faith on all vital national problems as follows :— 


Under the head of Legislation, declaring that delay in 
enactment of equitable laws affecting our system of taxa- 
tion and revenue only increased unsettled conditions. Re- 
peal of the excess profits tax effective for 1921 is essen- 
tial to stabilization. Economy in government, approval 
of the budget law and disapproval of injecting govern- 
ment into business. No further tax exemption should 
be authorized. The bankers believe in the fullest com- 
pensation for disabled soldiers, but disapprove of the 
soldiers’ bonus bill. Federal supervision over the issue of 
securities is urged. The extension of the postal savings 
system is disapproved. The limitation of armaments 
conference is approved as a forward step in economy. 

On the subject of Credit the convention expresses its 
belief that the werst is over in the credit situation but 
that the great disparity between wholesale and retail prices 
hinders the readjustment of wages to lower economic levels 
and delays the reestablishment of normal relations be- 


tween prices and wages. The Federal Reserve System 
is approved. The present is not an opportune time for 
funding the Federal floating debt. On the subject of 
foreign trade the ter Meulen Plan and the purposes of 
the International Chamber of Commerce were approved. 


On the subject of Labor the convention declared that 
the country is to be congratulated upon the extent to 
which labor has realized the necessity of a readjustment 
of wages. The continuation of the Unemployment Con- 
ference is approved. The construction of highways, 
necessary public works, long delayed by the war, are ap- 
proved and sympathetic consideration of the home build- 
ing problem is urged. Labor, this resolution declares, 
can contribute to better times by a readjustment of 
wages in building trades. 

On the subject of Transportation the convention de- 
clares that as transportation is fundamental to prosperity 
a prompt settlement of the claims of the railroads 
against the government is urged. The present high 
wages of railroad employees must be readjusted and such 
readjustment will eventually result in lowering the cost 
of living. The convention expresses its belief in a com- 
prehensive system of transportation, including railroads, 
canals and highways. This embraces the plan for a 
barge canal connecting the Great Lakes, the Ohio and 
the Mississippi and a canal connecting the Great Lakes 
and the St. Lawrence. 

For the improvement of Agricultural conditions 
bankers are urged to give most careful and patient atten- 
tion to the continued support of farmers and stock raisers. 
It is the duty of the bankers to lend aid to the financing 
of the products and orderly marketing. of farm products. 

The services of the President John S. Drum to the 
Association was the subject of a resolution of apprecia- 
tion and the convention emphasized and endorsed the 
three requisites of stability set forth in his address. 

To the guests of the Association the gratitude of the 
Convention is expressed for the visit of Sir Drummond 
Drummond Fraser and Lady Fraser, for the presence of 
Hon. D. R. Crissinger, Comptroller of the Currency and for 
the presence of other distinguished guests who made ad- 
dresses the Convention records its gratitude. Appreciation 
of the great hospitality of Los Angeles and of the courtesy 
of the press concluded the Convention’s set expressions. 
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The convention program moved in fine precision from 
start to finish, The delegates who made their first visit 
to Los Angeles were impressed with the far-famed hospi- 
tality of the city and with the beauties of Southern Cali- 
fornia. 

In order of succession Thomas B. McAdams, was unani- 
mously elected President of the Association for the ensuing 
year. The full list of officers elected is as follows: 

President—Thomas B. McAdams, vice-president Mer- 
chants National Bank, Richmond, Va. 

First Vice-President—John H. Puelicher, president Mar- 
shall and Isley Bank, Milwaukee, Wis. 


Convention 


First Session 
TueEspAy, OCTOrPER 4 


HE forty-seventh annual convention of the American 

| Bankers Association was opened on Tuesday, October 

4 at 9:30 a. M. in the Philharmonic Auditorium, Fifth 

and Olive streets, Los Angeles, California, by President John 

S. Drum of San Francisco. Invocation was pronounced by 
Bishop W. B. Evans. 

PresipENT Drum: When the convention met in this won- 
derful city in 1910, one of the interesting events of the con- 
vention consisted of the reminiscences by the dean of the 
bankers of this southwestern country. We are fortunate to 
have him with us today. He is the dean of all the bankers 
in this western country. I take great pleasure in calling 
upon Mr. J. M. Elliott, chairman of the Board of Directors of 
the First National Bank of this city, to welcome you. Mr. 
Elliott— (Applause.) 


Address of Welcome 


By J. M. ELLIOTT, 
Chairman of the Board, First Nationa! Bank, Los Angeles 


On behalf of the whole Pacific Coast, more particularly for 
our state of California, and especially for the city of Los 
Angeles and for its banks, I bid you welcome. The flavor of 
the old Spanish hospitality lives with us yet and we say to you, 
in the sonorous and comprehensive language they used, 
“Agradecimos,” we are grateful for your presence, and 
“Felicitémonos,” together may our meeting be pleasant and 
profitable. 

If there are any present who explored our city and the 
Ocean Islands just after the meeting in San Francisco about 
twenty-six years ago, or who attended the meeting of the As- 
sociation here in 1910, we hope that they have brought pleasant 
recollections with them. To all of you we say that it is your 
city, this one of our Lady of the Queen of the Angeles, for it 
is made up of your relatives, your business associates and 
friends, who have come to us from your respective homes. 
New England has sent us her men versed in thrift; New 
York hers with visions of possible world commerce on this 
side; the great Central West its energy and experience in new 
fields, and the South men tempered by the adversities of the 
period following the Civil War and exhibiting heretofore un- 
credited disposition to work. They have brought us also that 
intangible something which they inherited from their fathers of 
the Old South. Blending together in our midst your various 
ideas, abilities and qualities, you have here built up a com- 
munity in which you will feel as welcome as in the house of a 
well-loved friend. 

I have thought that, having viewed the banking business at 


Second Vice-president—Walter W. Head, president Omaha 
National Bank, Omaha, Neb. 

Executive Manager—Guy E. Bowerman, 5 Nassau St., 
New York. 

Treasurer—Fred. A. Irish, vice-president First National 
Bank of Fargo, N. D. 

General Counsel—Thomas B. Paton, 5 Nassau St., New 
York, 

Secretary and Assistant Treasurer—William G. Fitzwilson, 
5 Nassau St., New York. 

The place for holding the next meeting was not decided 
upon, 


Proceedings 


close range over a period of fifty-five years, I may be able to 
call attention to some of ‘the contrasts in the system we now 
work under, as compared with that fifty years ago, in a way 
that may prove of interest and use. It seems to me that the 
outstanding development during that period of banking his- 
tory has been the growing recognition of our unity of interest 
with men in all walks of life; with all classes of business; 
with: all sections of the country, and lastly, with all parts of 
the world. Their prosperity is our prosperity. Their trials 
are our trials. 

When at the call to arms in 1917 our sons hurried from 
their colleges or their desks and, alongside of the sons of the 
laborers in lowly fields, went over the top, on or .under the 
ground, in the air and on or under the water risked and often 
lost their lives together, we evidenced the fact of our great 
common humanity. 

While doubtless many bankers fifty years ago knew that 
no great prosperity could come to their institutions unlesss the 
country also prospered, there were some who felt that hard 
times could be utilized by the banks to exact excessive interest 
and otherwise take advantage of the situation. Under such 
narrow views of banking ethics, is it a wonder that the public 
was suspicious? But of late years the broader view of banking 
responsibilities has permeated the whole fraternity and the 
business field and has also spread to a large proportion of the 
public. This great American Bankers Association has been of 
notable service along this line, as well as in more technical 
fields. It has made us feel more clearly the community of 
interest and the necessity of cooperation. 

Again the willingness of bankers all over the country, 
wherever they are able, to join in the formation of pools for 
the assistance of some particular industry is but an evidence of 
the wider view of things that we have at the present time. 
We also feel that the man we must assist is the producer, and 
I especially wish to bring to your attention for study the co- 
operative marketing associations which have developed in this 
part of the country to a greater extent than elsewhere. 

We might claim that the realization that we can only 
prosper as the country prospers has broadened our views and 
that while our opportunities have increased, the responsibilities, 
we realize, have increased at a greater rate, and that not only 
for our own country, but for the whole world. Think that to- 
day, for all practical purposes, the world is smaller than when 
Caesar set out to conquer Gaul. Such is the interrelation of 
the different nations that we cannot, if we would, avoid the 
responsibility. 

In welcoming you to Southern California I feel it but due to 
you that I should give you collectively the caution which I 
have given individually to many in the past forty years. It is 
that if you remain with us more than a breathing space of 
time you run the risk of becoming one of us. My wish is that 
when you do come I shall have the pleasure of greeting you 
and welcoming you personally. 


PreEsIDENT Drum: That was a hearty welcome and an 
interesting one, and will be officially responded to by our 
second vice-president, Mr. John H. Puelicher. 


— | 
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Response by John H. Puelicher 


Mr. President, Ladies and Gentlemen: What a wonderful 
privilege is ours—to be the welcome guests of this wonderful 
city—the City of the Angels. 

Mr. Elliott, for my brother bankers and myself, I thank 
you most sincerely for your enthusiastically hospitable wel- 
come. Man can pay man no greater compliment than to ask 
him to be his guest and we are coming to you in the same 
spirit of friendship in which has come to us your splendid 
invitation. We are coming from all over this broad land, 
bringing with us our problems and our hopes, praying that 
we may wisely solve them for the good of our country—for 
the good of mankind. 

The banker’s part in the trying days of the post-war 
period has been an important one. It has been for him 
to choose either the broad, generous course in solving the 
tangled financial and business affairs which daily came to 
him or to insist upon the advantage which technically might 
have been his. The return to prosperity, which we are today 
enjoying, is in a large measure. due to the unselfish, liberal 
treatment with which the banker met our people’s financial 
and business difficulties. 

We are come to California to get further inspiration from 
the bigness which exists here—from your big mountains, from 
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your big enterprises, from your big men, from the bigness 
and the geniality of your hospitality, from the privilege 
of being guests in your beautiful and hospitable homes, pre- 
sided over by women, direct descendants of those, I am sure, 
who gave your city the beautiful name—the City of the 
Angels. 

Here where the air is permeated with a sane and sound 
optimism, are we going to endeavor to chart the year’s course 
for financial America. The influence of your belief in your 
state, added to our desire to serve well the country of our 
affection, ought to make those solutions big and broad and 
generous. 

For you, fellow bankers, as well as for myself, I thank 
Mr. Elliott, and through him the bankers of Los Angeles 
and their wives, the civic bodies of the community and the 
citizens of Los Angeles for the splendid privilege of being 
their guests. 

But with privilege goes responsibility and responsibility 
implies duty and I am going to assure the citizens of Los 
Angeles that we mean here, in their genial midst, to do to 
the best of our ability, that duty which this nation has a 
right to expect from its bankers. Thank you. (Applause.) 


PRESIDENT Drum: I shall now present to you my annual 
address. I have entitled it “Our Situation Today—A Coun- 


‘trywide Economic Survey,” and it reads as follows: 


Our Situation Today—A Country-Wide Economic Survey 
AMERICAN BANKERS ASSOCIATION SECOND Economic Survey, Ocroser, 1921 
JOHN S. DRUM, President 


Last spring, when I gathered the opinions of bankers and 
business men throughout the country and consolidated the 
information received in the Economic Survey that was re- 
ported to the Executive Council, the nation’s business had just 
experienced a rapid fall from the height of war-time activity. 

The countries that for six years had been eager markets 
for American products of all kinds had reached the point 
at which they could no longer consume and pay for our 
excess production. Costs of production had mounted stead- 
ily for years, and at length had become so high that they 
could not be absorbed by foreign consumers; foreign coun- 
tries, which had created great debts and destroyed great 
wealth, simply did- not have the means to pay. 

The sudden decline of foreign demand inevitably re- 
sulted in a reduction of the prices of our products, regard- 
less of what the cost of producing them had been. This 
reduction in values did not uniformly affect all products, 
and brought about a reduction in domestic purchasing power 
that resulted in decreased consumption, a reduction of the 
output of manufactured goods, and unemployment. 

The debt-making period had ended and the debt-paying 
period had begun. Changed conditions had made neces- 
sary a readjustment of the entire economic machine, and 
readjustment had started. 

In many quarters, naturally, there was a tendency to 
resist the forces working toward readjustment. There was 
a natural unwillingness to take losses, and men were un- 
willing to give up favored positions that had come to them 
through the flush of war-time prosperity. 

Systems of taxation devised to meet war conditions, but 
obstructive of business in normal times, were in effect. Great 
industries were operating under -restrictions and regulations 
that the government had found it necessary to impose for 
the successful conduct of the war. 

Business, in short, was out of joint, and men contem- 
plated its condition with uncertainty. They were groping 
for the facts. 


It was with the idea of getting at the facts, of getting 
a true picture of conditions in this country today, that this 
second survey was undertaken. I sought the opinions of 
the bankers and men representative of the industries of 
the country, and the information these men possessed by 
reason of their close contact with the nation’s business. 
More than one thousand bankers and others replied to the 
questionnaires sent out and, in addition to reporting the 
progress of readjustment, discussed the situation in their 
communities. 

This picture of our situation is prepared from these 
reports. They come from the ranges of New Mexico and 
Wyoming and Texas, from the mines of Montana and 
Arizona and Utah, from the coal mining regions of Penn- 
sylvania and West Virginia and Ohio, from the industrial 
centers in New York and Pennsylvania and New England, 
from the tier of industrial and agricultural and mining states 
extending from the Atlantic Ocean to the Great Lakes, from 
the cotton regions of the South, from the great grain states 
of the Middle West, from the forests of the Northwest— 
from every part of the country. 


THE VOLUME OF MANUFACTURING 


The output of finished goods throughout the country is 
considerably smaller than it was a year ago, and measur- 
ably smaller than it was six months ago. Although pro- 
duction as measured by employment has decreased pro- 
gressively throughout the year, our reports show there has 
been a slight increase in the output of some manufactured 
products in the last few months, This increase has been 
most noticeable in industries devoted to the production of 
essential articles of food and clothing, and is commonly 
ascribed in reports received in this survey to two causes: 

First, the gradual depletion of surplus stocks of these 
goods that had accumulated a year ago; and 
Second, a seasonal increase in the demand for them. 


November, 1921 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 197 


Whatever slight increase in the output of finished goods 
as a whole has taken place has not been shared by iron and 
steel products, heavy machinery and farm implements, if 
production of these commodities in the country as a whole 
is considered as a unit. 

The reasons commonly given by the men whose reports 
make up this survey for the steady decline in the output 
of these articles throughout the year are: 

First, comparative stagnation of activity in construction; 

Second, delay in railroad repair and replacement work; 

Third, comparatively small reduction in the prices of iron 
and steel and their products; and 

Fourth, lessened purchases of new equipment and sup- 
plies by farmers. 


SurpLus Stocks REDUCED 


Taking the country as a whole and, considering all 
classes of finished goods there is a surplus of manufac- 
tured commodities in the hands of the producers. These 
surplus stocks have been reduced gradually throughout the 
year and, as replacements have become increasingly neces- 
sary, more rapidly in the last six months. In many in- 
dustrial centers manufacturers are limiting production to 
orders received. This is reported to be due partly to the 
inability to obtain credit to carry surplus stocks and partly 
to uncertainty caused by fluctuations in the prices of raw 


materials. 


Costs oF MANUFACTURING 


A progressive decline in the costs of manufacturing has 
taken place during the year. In industry as a whole, the 
costs of materials, labor and construction have declined in the 
order named. 

The larger part of the drop in the cost of materials took 
place during the first six months of the year. Recently this 
decline has been checked and prices have steadied. The 
recent revival in the clothing industry in New York presents 
a good example of the effects of reduced production. When 
activity in the clothing industry declined production of wool 
textiles was decreased accordingly. When the demand for 
clothing sharply increased a short time ago, and manufac- 
turing took an upward turn, a shortage of woolen cloth soon 
developed. The price of woolen textiles increased, but cloth- 
ing manufacturers, unable to get cloth, found themselves after 
a long period of reduced activity in a position where they 
were unable to fill orders. 

The reduction in the cost of labor, reports considered in 
this survey show, has been due to two causes: 

7 reduced wages or longer hours for the same wages; 
an 

Second, increased efficiency. 


WAGES 


In industry as a whole the greater part of the wage 
reduction has occurred in the last six months. Wage re- 
ductions in many instances have been effected by the vol- 
untary acceptance by labor of decreased rates of pay or 
longer hours of work. In other instances labor has returned 
to work after trying by strikes to resist wage cuts, and in 
still others manufacturers have shut down their plants and 
then opened them again, re-employing part of their forces at 
reduced wages. 

Increased efficiency of labor has been the natural result 
of unemployment on a large scale. Competition for em- 
ployment, largely eliminated during the war and for eighteen 
months after the armistice, has been restored during the 
last year and particularly in the last six months, and in 
many industries in which wage reductions have been slight 
the cost of labor has been decreased by reason of greater 
efficiency and a greater volume of per man production. 

Reports received in this survey are that notable excep- 
tions to the common reduction of the cost of labor are 
apparent in three great industries, railroading, coal mining 
and the building trades. Railroad wage scales still are 
fixed by the Railroad Labor Board, a government agency, 
and the continued enforcement of shop rules made during 
the period of government control have made difficult an 
increase in the efficiency of skilled railroad labor. These 


shop rules have compelled the use of a number of men 
for work that could be performed by one. Besides increas- 
ing costs by causing much lost motion, these rules, in effect, 
limit the work a man is permitted to do and in many cases 
force payment for work that actually is not done. 

In the coal mines wages are fixed by agreements that 
will not expire until next spring and are kept at war levels 
while wages in metal mining have come down. There have 
been some slight reductions in the wages of skilled laborers 
in the building trades, but in most cases these have been 
made only after costly strikes that have offset to a great 
degree any reduction in cost that might have accrued from 
reduced wages. The efficiency of men in the building trades 
in the country as a whole has not increased, although there 
are exceptions to this. 

In neither railroading, coal mining nor the building trades 
have the hours of work been increased. 

The decreased price of lumber and some other building 
materials, however, has been responsible for some slight 
decline in construction costs. 


TAXATION AND TRANSPORTATION 


Taxation in the industrial sections has either increased 
or remained stationary during the year; in no case is a 
decrease reported. Increased taxation is due largely to greater 
state, county and municipal levies. 

On the whole, reports received in this survey attribute 
no part of the reduction in the costs of production to any 
decrease in the cost of transportation. Freight rates, of 
course, follow the decisions of the Interstate Commerce 
Commission and none but minor changes have taken place 
since increased rates were made effective in August, 1920. 


PrIcES OF FINISHED Goops 


Wholesale prices of manufactured goods have decreased 
steadily throughout the year. Food products, which declined 
more rapidly than most other finished goods in the early 
part of the year, have dropped in price at a less rapid rate 
during the last six months, and recently the fall has been 
checked altogether and there has been a slight upward turn 
in some food products. Considering manufactured goods 
as a whole, however, the price decline has been uniform and 
progressive from month to month. 

Retail prices on the whole also have declined steadily 
throughout the year, although not in the same proportion’as 
wholesale prices, Costs of transportation and selling, enter- 
ing into retailing to a greater extent than into manufacturing 
and wholesaling, undoubtedly have been factors in causing 
the disparity between the decline of wholesale and retail 
prices. 


LUMBER AND METALS 


Natural products such as lumber and metals, whose out- 
put may be regulated at the will of the producer, are pro- 
duced in smaller quantities today than they were a year ago 
and in smaller quantities than six months ago. Reports in 
this survey attribute this decrease in production to: 

First, lack of demand; 

Second, prices so low as to make production at prevail- 
ing costs and prevailing freight rates unprofitable; and 

Third, the existence of large surplus stocks that have 
been reduced at a very slow rate during the year. 

Inactivity in construction at home and a decided fall 
in the foreign demand have greatly reduced the consump- 
tion of copper, lead, iron and lumber. At the peak of 
war-time and post-war activity all these metals and lum- 
ber were produced in great quantities, and when the demand 
slackened miners and lumber producers found themselves 
overstocked. The metals had been mined and the lumber 
had been cut at peak costs of labor and materials, and conse- 
quently when demand fell off’ and prices declined it was 
impossible to sell these stocks except at prices that would 
not net a profitable return over the costs of production. 

In view of these conditions continued production was 
of course out of the question, and last year many mines and 
lumber mills were shut down altogether, while the output 
of those that remained in operation was greatly reduced. 
During the year the surplus stocks of metals and lumber 
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have been gradually cut down, but they remain abnormally 
large. 

In the last few months an increasing Oriental demand 
has operated to increase production in the lumber district 
in the Pacific northwest, but the output of lumber in the 
mona remains low. Copper and zinc production is very 
ow, 

Labor costs in the metal mines and in the lumber in- 
dustry have been reduced in the last year and in the last 
six months, according to our reports. As in the manufac- 
facturing industries, this has been due to competition for 
work resulting from unemployment, and to the consequent 
reduction in wages and increase of efficiency. Costs of ma- 
chinery and supplies used in metal mining and lumber pro- 
ducing have declined during the year, but not as much as 
the costs of labor. Transportation costs and taxation, of 
course, remain high. 

The prices received by producers for metals and lumber, 
while considerably lower than they were in 1920, have not 
declined greatly in the last six months. Retail prices of 
lumber, however, have declined more rapidly in the last six 
months than in the preceding half year. 


AGRICULTURAL Propucts 


Except for a very much smaller output of cotton result- 
ing from a great reduction in acreage, and eliminating from 
consideration the effects of climatic conditions, the produc- 
tion of agricultural products is as great as it was last 
year. Our reports are that surplus stocks that existed after 
the harvest last autumn have been gradually decreased 
throughout the year, but the new harvest, of course, produces 
another surplus. 

The great carry-over of cotton has been steadily reduced, 
and the quickened demand that has developed quite recently 
indicates reduction at a more rapid rate from now on. 

The sustained output of agricultural products does not 
find a parallel in the livestock industry. Low prices and 
curtailed markets for cattle, hogs, sheep and wool have 
operated to decrease activity in breeding and fattening live- 
stock. Reports received in this survey are that in a large 
number of cases the reduction in values and the difficulty 
of obtaining adequate credit to finance their operations have 
forced livestock men to sell their cattle for slaughter, breed- 
ing herds along with the rest. In some ranging states this 
condition has been an important factor in causing the ac- 
cumulation of surplus stocks of hay and other feed. The 
$50,000,000 livestock pool and the Agricultural Relief Bill 
were largely designed to remedy these conditions. 

Labor costs in agriculture and stock-raising have de- 
clined steadily throughout the year, more rapidly in the 
last six months than in the first. Comparatively little of 
this reduction had taken place at the time crops were 
planted, but the steady and material decline in the costs of 
labor for cultivating and harvesting have effected a great 
reduction in agricultural costs as a whole. ; ; 

Farm implements and supplies have not declined in cost 
at a rate comparable to the reduction in labor costs, and 
whatever reduction in these items has taken place has come 
in the last six months. Transportation costs have not been 
reduced. 

While the prices received by farmers and ranchers for 
agricultural products and livestock have, of course, fallen 
greatly in the last year, the decline in the last few months 
has not been appreciable, and common opinion is that nat- 
ural products on the whole have dropped about as far as 
they are going to drop, and in some cases are tending to 
rebound. Retail prices of these basic products and of com- 
modities manufactured from them have fallen steadily in 
the last year and in the last six months, but the rate of 
decline has not been commensurate with that of the prices 
paid to the farmers. 


CREDITS 


Throughout the country the demand for short-time credits 
has decreased in the last year and in the last six months. 
This lessened demand is ascribed in reports received in this 
survey to two causes: 

First, the lessened yolume of business; and 
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Second, the increase in the value of the dollar. 

The volume of credits carried by the banks of the 
country, both liquid and non-liquid, still is greater than 
normal, but has declined steadily during the last year and 
during the last six months. The volume of “frozen credits” 
in the country as a whole has decreased substantially in the 
last six months, although the reduction in agricultural, metal 
nmiuing and livestock regions has not been as great as that in 
the industrial districts, and “frozen credits” growing out of 
export loans have been reduced very little. 

Credits that remain non-liquid consist chiefly of those 
extended before 1920 and believed, at the time they were 
extended, to be liquid. Sharp depressions in some lines, 
however, have “frozen” credits that were extended this year. 

Exports of finished goods, taken as a whole, have de- 
clined steadily throughout the year. Very recently exports 
of cotton and certain other agricultural products have taken 
an upward turn. 


Tue Nation’s BusINEss 


That is the picture of our situation today, drawn along 
national lines. To take the place of the chart that accom- 
panied the first Economic Survey, I have prepared and 
appended to this report brief summaries of conditions in 
each of the states from which reports were received. Broadly, 
this is what the reports show: 

In the great cotton states of the South, in the agricul- 
tural states of the Middle West and the West, in the western 
mining and cattle-raising states, in the lumber producing 
regions of the Northwest and the Southeast, there has been a 
great reduction in buying power consequent upon a slack- 
ened demand for natural products and a reduction in their 
value without a commensurate decrease in the prices of fin- 
ished goods. 

In the industrial regions of New England, the Middle 
Atlantic states and the tier of states extending from the 
Atlantic Ocean to the Great Lakes and the Mississippi River 
there has been a reduction of production consequent upon 
reduced foreign purchasing and reduced buying by producers 
of natural products at hore. 

This reduction in the output of manufactured goods in 
the industrial centers has thrown millions of men out of em- 
ployment and consequently has operated to reduce further the 
national buying power. Thus increased consumption of nat- 
ural products is prevented, increased purchasing by producers 
of natural products is prevented, increased production of fin- 
ished goods is prevented, increased employment of labor is 
prevented, and the circle revolves. 

Jones, the farmer, millions strong, is not getting enough 
for his crops to enable him to buy the farm implements 
and clothes and shoes and other finished goods that he 
and his family need and normally consume. Brown, the 
cattle man, and Smith, the miner, are in the same fix. Green, 
the manufacturer, cannot sell the quantity of goods he nor- 
mally produces, so he has cut down production. And White, 
the laborer, is out of work and cannot buy either the farm 
products or the finished goods that he and his family nor- 
mally use. 


CHANGED PROBLEMS 


What has caused this situation? To understand it clearly 
it is well to consider briefly the development of production 
and consumption and marketing in the United States since 
the nation’s birth. 

We have a country that in 150 years has spread from 
thirteen colonies crowded together on the Atlantic seaboard 
until now it stretches broadly across a great continent, pos- 
sessed of great natural wealth, a highly developed industrial 
structure, and 105,000,000 of highly intelligent people. 

Steadily for 150 years the United States has expanded, 
territorially, industrially, economically. Except for the South 
in the years after the Civil War, every part of the country 
has developed steadily, increasing its productivity, increasing 
its marketing facilities, increasing its common prosperity 
from year to year. Farms have grown out of the wilderness. 
Towns have sprung into cities and great industrial centers. 
Railroads have been built across the country and up and 
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down. Products of one part of the country have been traded 
for those of other parts and for foreign products in an intri- 
cate system of exchange that, for all its complexity, and for 
all the factors of finance and transportation and marketing and 
production that were involved in it, in normal times operated 
exceedingly smoothly. 

True, the progress of prosperity has been halted at times. 
We had our period of readjustment after the Civil War. We 
have had poor crop years, followed by financial stringencies 
and temporary business depression. We had the period of 
railroad receiverships. Several times some parts of our 
economic machine have broken, and we have had to stop to 
repair them. 

But on the whole, before the great war, the country moved 
steadily forward, unperplexed by any except internal prob- 
lems, producing more and more each year, always trading 
products for one another at home and abroad, and never con- 
cerned very much with foreign affairs that had no direct 
effect on the United States. 

We continued along this line until the great war broke 
out. Then the world began to call on this country to take 
a larger part in world production and a larger part in world 
affairs. New conditions changed the old ways for all time. 
Our country has become the great creditor nation of the 
world, the reservoir of the world’s gold and the world’s credit 
ability. Our problems are no longer merely problems caused 
by bad weather and poor crops and domestic financial strin- 
gencies. They are international and world problems. 

If world influences in the process of readjustment could 
be divorced from domestic influences this country would not 
now be considering the problems of readjustment; it would 
have solved them and would be walking in the old path. But 
this could not and cannot be; world influences now and hence- 
forth must have a powerful bearing even on the problems 
that in former years were considered purely domestic. 


FUNDAMENTAL PRINCIPLES 


Intelligent study and discussion of conditions in our 
country today must be based upon full recognition of these 
fundamental principles: 

First: The world is recovering from the most serious 
and far-reaching economic and social upheaval in modern 
times, and the most essential element in the restoration of 
stable conditions is time. 

Second: The United States is economically so interde- 
pendent with the rest of the world that it cannot have full 
and permanent prosperity without world prosperity. 

Third: While time is the most essential element in the 
restoration of normal conditions, it lies within the power of 
men and governments to assist the operation of natural eco- 
nomic forces working toward readjustment by removing 
artificial obstructions from their path and by so conducting 
their affairs that they move with those forces instead of 
vainly trying to oppose them. 

Fourth: The power of one man or one small group of 
men to aid the curative work of natural economic forces is 
small; if the full power of men to improve conditions is to 
be exercised it must be through the awakening of a universal 
economic consciousness and through actions guided by that 
consciousness. 

Fifth: There is ‘no panacea for the economic ills of the 
time, nor can artificial measures hasten the restoration of 
normal conditions. 

Sixth: Delay in the removal of legislative restrictions 
on business that may have been necessary in time of war, 
but serve now only to hamper and to harass, is preventing 
the operation of natural economic laws that are working to 
restore stable conditions. 

Seventh: The natural functioning of natural laws, and 
not artificial legislation, will remedy business conditions. 
Legislation that seeks to bolster any element in our economic 
structure by artificial means, or is prompted by political 
exigency rather than by economic requirement, cannot im- 
ag the situation, but in the long run must result harm- 
ully. 

Eighth: The “normal conditions” toward which the coun- 
try is progressing are not necessarily the same as those that 
existed before the war. 


THREE PREREQUISITES OF STABILITY 


In the light of these principles should be considered the 
three principal prerequisites of stabi'ity and prosperity, as 
they have been clearly recognized and forcefully stated by 
the men whose opinions have been consolidated in this survey: 

First: There must be reestablished such a harmonious 
relationship between prices and costs, and between prices 
of natural products on one hand and finished goods and 
services on the other, as will give to each group of pro- 
ducers the purchasing power—which means simply the ability 
to trade—to which its product is natural'y entitled. 

Second: There must be a restoration of social, financial 
and economic order and stability in the nations of the old 
world that were disrupted by the war. They must reconstruct 
their productive machinery and restore the wea!th that was 
wasted and destroyed in the war, so that the normal exchange 
of products of one country for those of another—the normal 
international trade relations—may be resumed. 

Third: When economic, financial and social stability 
abroad shall have been restored, the United States must 
find in those stabilized foreign countries markets for the 
excess products of her farms and her forests, her mines and 
her factories. 

The simple fact is that the farmers and other producers 
of raw materials do not receive enough for their products 
to enable them to buy, at prevailing prices of manufactured 
goods, the finished products that they need and normally 
buy. In other words, the reduction in the price of finished 
goods has not been commensurate with the decline in the 
price of natural products, and the purchasing power of the 
farmer, the miner, the livestock man and the lumber pro- 
ducer therefore has been greatly reduced. 


DomeEstTic PROBLEMS 


This survey has shown that the movement toward a 
proper and equitable relationship between the prices of nat- 
ural products and finished goods, while slow and in some 
cases erratic, nevertheless on the whole has proceeded steadily 
during the last year, and at an eccelerated rate during the 
last six months. The reports that I have received have also 
shown that the three great domestic influences that more 
than all others are retarding this readjustment of prices and 
costs are these: 

First: The delayed adjustment of the cost of labor, which 
prevents adequate reduction of the prices of the innumerable 
commodities and services in the cost of which the cost of 
labor is the most important factor, and also serves to prevent 
full employment of labor. This is due both to slow adjust- 
ment of the compensation of labor and to the continuation 
of shop rules that impair its efficiency. 

Second: The sustained high costs of transportation, 
which prevent the natural and normal movement of com- 
modities of all kinds to market and operate to reduce the 
net return for natural products at the same time that they 
increase the costs and therefore the prices of finished goods. 

Third: The continuation of an unsound system of tax- 
ation that diverts working capital from its proper channels 
and thereby prevents the accumulation of working capital 
that is necessary for increased production, for the installa- 
tion of improved methods of production, and for full em- 
ployment of labor. 

Common opinion, as it is expressed in the hundreds of 
reports that make up this survey, is that when these three 
deterrent influences have been eliminated the chief obstacles 
to a restoration of a proper and equitable price equilibrium 
will have been removed, trading between one group of pro- 
ducers and the others will proceed naturally. and labor and 
capital will be more fully employed in productive enterprise. 


Tue Rattway SITUATION 


Whenever men get together and discuss the railway situa- 
tion, the question most frequently asked is this: “When are 
railroad rates going to come down?” 

Instead of that question, these might better be asked: 

When is the government going to recognize the impor- 
tance of making the financial settlements to which the rail- 
ways are entitled? 
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“When is the policy of ‘less government in business’ going 
to be applied to the railways, which have suffered more than 
any other industry from the effects of too much government 
in business? 

“When are the labor costs that are the most important 
factor in the costs of railway operation going to be adjusted 
to a point in keeping with the common reduction in values 
of services, and when are shop rules that prevent railway 
employees from giving full value for their wages going to 
be eliminated?” 

Upon the answers to these last three questions depends 
the answer to the first. As long as the government delays 
the enactment of the railway relief legislation that common 
sense demands; just as long as the government continues to 
control the operations of the railways in vital respects, and 
just as long as the cost of railway labor remains out of line 
with the common price tendency—just so long will it be before 
railroad rates come down. 

In effect, this is what the government said when it took 
over the railways: 

“The exigencies of war require that control of your prop- 
erties be centralized in the government. The Interstate 
Commerce Commission says they are worth $18,900,000,000. 
Your average earnings in the last three years have been $900,- 
000,000 a vear, and we shall guarantee to you an annual return 
of that amount. The managers whom we place in control of 
your properties will see that they are properly maintained. 
From time to time we may find it necessary or desirable to 
make certain additions or betterments, and we shall do so at 
your expense. When the time comes we will do the fair 
thing in the way of adjustments.” 

That was the understanding. The government owes the 
roads hundreds of millions of dollars, and Congress is hesi- 
tating about paying the debt. The roads owe the govern- 
ment millions of dollars on account of additions and better- 
ments made during the period of Federal control and in some 
quarters there is apparent a desire, based on the assumption 
that capital expenditures should be absorbed by current in- 
come, to offset the debt of the roads to the government 
against the government’s debt to the roads. 

The effects of withholding the payments to which the 
railways are entitled are manifest. Many roads are forced 
to borrow at high rates of interest to meet their current 
expenses; others must purchase supplies and equipment on 
credit extended by the manufacturers, and a very few have 
been able to accumulate a sufficient surplus of working 
capital to make necessary repairs and replacements. 

The result has been unnecessarily to tie up huge amounts 
of credits at ‘a time when the banks of the country and 
business generally can ill afford to carry such an additional 
burden. It has made it impossible for the roads to make 
needed repairs, and has deprived thousands of men of em- 
ployment. There can be no doubt that the employment of 
these men at this time would give an impetus to business 
that would be reflected in greater consumption, greater 
production, and a greater volume of railway traffic. And 
it has been the experience of railroading in this country that 
when the volume of traffic increases rates decrease. 


RAILWAY WAGES 


And while it has delayed paying its debts to the railways, 
the government has continued to impose many restrictions 
that take away from the railway management the freedom 
of action that is necessary for efficient operation of any 


business. When the government turned back the railways 
to their owners it handed to them also the burden of enor- 
mous wage increases that had been made during the period 
of Federal operation. The government retained the Railroad 
Labor Board, a cost-determining agency entirely divorced 
— the Interstate Commerce Commission, the rate-fixing 
ody. 

After steadily rising for several years, railway wages were 
reduced 12 per cent. last July. Compared with the decrease 
in the value of the commodities that the roads carry, that 
decrease is very small, and does not permit the reduction of 
rates to a point in keeping with the lower level of other 
services and commodities. 
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The common depression of trade, of which railway rates 
are one of the causes, has reduced the volume of railway 
trafic so considerably that a short time ago 25 to 30 per 
cent. of railway workers were out of employment. As the 
element in purchasing power is total wages and not rates 
of wages, railway employees have therefore already suffered 
the reduction in purchasing power which they have been 
resisting. 

What is true of railroad labor is true also of labor as a 
whole. Attempts to maintain wage scales based on prices 
and values that no longer exist cannot be permanently suc- 
cessful, but while they continue they cannot do otherwise 
than work injury to industry, to a very large part of the 
employees themselves, and to the entire public. 


CoMPENSATION OF LABOR 


I have received reports in this survey of groups of 
workmen that have recognized that their full employment 
depended upon reasonable compensation for their labor and 
have voluntarily accepted wage reductions. This is true 
notably of farm labor, of workmen in the metal mines, and 
in some instances of men in manufacturing industries, who 
have either accepted wage cuts or have agreed voluntarily 
to work longer hours for the same wage per day. 

The common tendency, however, has been to resist wage 
reductions, and it has been based on a natural unwillingness 
to relinquish the “higher standard of living” that inflated 
wages are supposed to have established, and on the argument 
that the cost of living must come down before wage rates 
can come down. 

With regard to the first point, the position of labor is 
fundamentally the same as that which for a long time 
prompted some farmers to withhold their crops from market 
because they believed prices would recover. It is the same 
as the reasoning that made some retailers and some manu- 
facturers resist for many months the demand for lower prices. 

When those farmers found they could not sell at the 
prices they wanted, they sold at the prices they could get; 
to a lesser degree the manufacturers and retailers marked 
down their prices to a point nearer to that which the public 
was able to pay. So it must naturally be with labor. 

It is becoming more and more evident to labor, as well 
as to the public in general, that labor cannot find full em- 
ployment at the wages it wants, and must accept work at a 
wage proportionate to the value of the goods it produces and 
in keeping with the average level of values. 

Wages are an integral and inseparable factor in the cost 
of living, and both the common good and economic law 
require that they come down together. Labor occupies the 
dual position of producer and consumer, and disproportionate 
— of wages therefore have a double effect upon labor 
itself : 

First: They are a factor in causing unemployment, and 
thereby reduce the consuming power of a large part of labor. 

Second: They keep up the prices of finished goods, and 
thereby reduce the purchasing power of all labor, employed 
or unemployed. 

A general reduction in so important a factor in the costs 
of production as the wages of labor could not fail to bring 
about a corresponding decline in the costs of manufactured 
goods. The purchasing power of the farmers would be in- 
creased, workmen would find more employment, the cost 
of living would come down, and all business would receive 
an impetus that would carry us far toward normal conditions. 
Labor’s standard of living would not be impaired. 

A notable example of the effects of disproportionately 
high rates of wages is found in the building situation. A 
shortage of hundreds of thousands of homes exists in the 
United States. For social as well as economic reasons relief 
from this shortage is necessary, but in spite of this great 
need for new dwellings and in spite of the readiness of 
hundreds of thousands of persons to build houses as soon as 
the cost of construction resumes its proper relationship to 
other values and prices, a large percentage of workmen 
in the building trades remain idle rather than accept a reduc- 
tion in the wage rate. 

Wage rates are of course not the only factors that re- 
quire adjustment. Shop rules that impair the efficiency of 
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labor by restricting its output and increase the cost of pro- 
duction in industry are an important influence working to 
keep up the prices of finished goods. 


Tue Excess Prorits Tax 


The hundreds of well-informed and experienced men 
throughout the country whose opinions I asked in preparing 
the First Economic Survey that was made last spring were 
almost unanimous in their condemnation of the excess profits 
tax, and in this Second Survey it has been shown that as 
the disastrous effects of the tax have been more and more 
widely felt the protest against its continuation is even more 
emphatic. 

It is difficult to understand why, for the sake of raising 
a relatively small amount of revenue, Congress should dis- 
regard a promise that amounted almost to a party pledge, 
the recommendations of the President and the Secretary of 
the Treasury and the demands of public opinion, and con- 
sider legislation that would continue this universally harmful 
tax a year longer than is necessary. 

The tax is actually not a tax on profits, but a confiscation 
of working capital. It is apparent to everyone who has ob- 
served its operation that it impairs the working capital of 
the country and makes impossible that full development of 
productive enterprise which is essential to reasonable and 
equitable prices and full employment of labor. 

The tax helps to maintain the higher cost of finished 
products as compared with those of farm products and 
raw materials. It restricts the volume of manufactured goods 
that can profitably be made and sold, and therefore it becomes 
another very potent cause of unemployment. 

These three great obstacles to readjustment—the railway 
situation, the slow adjustment of the compensation of labor 
and the continued enforcement of shop rules that impair its 
efficiency, and the continuation of the excess profits tax— 
vary in importance, but the injury they work is so widespread 
and they are so alike in their manifestations that a discussion 
of the effects of one parallels to a large extent a discussion 
of the effects of the others. 


Procress OF READJUSTMENT 


But in spite of these problems the process of readjust- 
ment is going on, and there have been undeniable signs 
of at least a modicum of improvement in the last few months. 
Domestically, we are setting our house in order and approach- 
ing the day when the restoration of normal consuming power 
shall carry with it a return of normal production, normal 
consumption and full employment of labor. 

The people of the United States need food, fuel, clothing, 
shelter, transportation, and many other commodities and ser- 
vices that, with the social development of the population, have 
come to be necessaries of life. It would be fantastic to 
assume that the maladjustments resulting from the war would 
permanently lower the consuming power of the people and 
the demand for these necessaries. Every step in the process 
of readjustment is doing its bit to restore the normal volume 
of purchasing power to the entire people, and in the nature 
of things there is no room for anything but confidence in 
the gradual improvement of business. 

In the extent of its recovery from the world-wide stagna- 
tion that grew out of the waste and destruction of war 
the United States has fared better than any other belligerent 
nation. It is free from the social disturbances that stand 
in the way of restoration of stability in many other countries. 
Its money has escaped the demoralizing depreciation that 
the currencies of other nations have suffered. Despite its own 
indebtedness it has become preeminently the creditor nation 


of the world, while other countries have accumulated huge, 


national debts. Its loss of man power resulting from the 
war has been small as compared to the losses of other nations. 
There is room within its borders for a greatly imcreased 
population and there are almost unlimited sources of wealth 
to support that population. 


Wortp ConpITIONS AND PRODUCTION 


The United States is fortunate in the rapidity of its re- 
covery, but at the same time it is unfortunate in the com- 
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parative slowness of the recovery of other nations. The 
enhanced value of the dollar abroad may be a matter for 
pride, but it is also an influence that makes it impossible 
for the war-stricken foreign countries that are struggling to 
restore their full productive powers to buy and to pay for 
the quantities of American raw materials and finished goods 
which they naturally would absorb. 

Reports received in this survey show that as surplus 
stocks of necessaries abroad are consumed, as European con- 
ditions gradually improve, and as readjustment at home 
proceeds, the value of exports of foodstuffs and cotton is 
gradually increasing, and the partial restoration of foreign 
markets undoubtedly has been a very potent force in checking 
the decline of the prices of natural products. 

It has reacted to improve somewhat the condition of the 
farmer, helping him to liquidate his products, and so has been 
an influence tending to work an improvement in business as 
a whole. The effect of the increase in the volume of exports 
of foodstuffs illustrates very well the importance of foreign 
markets and their influence on domestic prosperity. 

The United States produces more than it consumes, and 
it is essential to our full prosperity that our excess produc- 
tion be absorbed in the markets of the world. And upon 
the United States, as the preeminent creditor nation of the 
world, rests a large part of the responsibility for creating 
financial machinery that will help to restore foreign markets 
for our goods. 

There is nothing in either the domestic or the foreign 
Situation to give rise to the pessimistic conclusion that the 
world is riding straight to ruin. Rational examination of 
our condition today must prove to the greatest doubter that 
our problems are but the natural manifestations of a world- 
wide maladjustment that great natural forces are working 
to remedy. 

We can serve our interest best if, instead of cowering 
in pessimistic fear or going to the other extreme and preach- 
ing that everything will be all right if we think it is all 
right, we recognize the facts, face them honestly and coura- 
geously, and consider how we may best support the forces that 
are operating to restore stable conditions. 


Gops 


Three influences whose effects have become more pro- 
nounced in the last year have served more than all others 
to obscure the facts, and, by obscuring them, to prevent the 
proper functioning of that intelligent, united, cooperative 
effort that is necessary to be made by the American people 
if we are going to exercise our full power to help in the 
solution of our problems. 

The first is the mistaken idea that the process of read- 
justment is a struggle between groups of producers, and 
that each group is capable of improving its own condition at 
the expense of the others and is striving to attain prosperity 
by keeping the other fellow down. 

The second is the mistaken idea that legislation can deflect 
the operation of economic laws so as to benefit particular 
groups, and the tendency to let the enactment of legislation 
be guided by political expediency rather than by sound eco- 
nomic requirements. 

The third is the tendency to coin slogans and catch-phrases 
and to substitute them for sound reasoning, preaching that 
they describe economic conditions and pretending that they 
express fundamental economic forces and movements which in 
the nature of things they cannot express. These slogans 
serve only to obscure the vision and befog the reason, and 
their effects are evident in antagonisms between producing 
groups that in the end can only work to the common injury. 

“Buyers’ strike” has been a catch-phrase of the year. It 
is popularly understood to mean that millions of people in 
the United States are showing their displeasure at retailers 
by refusing to buy, designing to force prices down by their 
refusal to purchase commodities that they need. It is as if 
some pervasive power had suddenly acted upon the minds 
of millions of people, customers of vetail stores, and directed 
them not to buy. 

Of course the phenomenon that resulted in reduced pur- 
chasing was not a “buyers’ strike” in any way. It was not 
that the people did not want to buy; it was simply that war- 
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time prosperity was at an end, values were being reduced, 
and people did not have the money to buy. Nevertheless 
the phrase “buyers’ strike” could not fail to create a certain 
mistrust of and antagonism to retailers as a group and the 
retailers themselves could not help looking for the mysterious 
power that had caused the supposed “strike.” The natural 
tendency to personify forces made the retailers believe some 
powerful “they” had caused it. And not long ago some of 
them discovered who “they” were; and in national publicity 
charged that the banks had advised the people not to buy! 

Thus the wide and thoughtless, not to say malicious, use 
of one little phrase has created at least a measure of an- 
tagonism in and toward three groups—the retailers, the banks 
and the entire consuming public. 

We need look no farther than the halls of Congress for 
illustrations of the mistaken ideas that this is a struggle be- 
tween groups and that legislation can change the course of 
economic laws so as to help one class at the same time as 
it injures others. 

Intelligent and informed public opinion is aware of the 
widespread harm that is done by the continuation of the 
excess profits tax. The President is aware of it, the Secre- 
tary of the Treasury is aware of it, and experts in the 
Treasury Department are aware of it. And public opinion 
and official advice demanded the retroactive repeal of the 
tax, so that its harmful effects might end with the year 
1921, and not go on through the year 1922. 


Uneconomic LEGISLATION AND Its EFFECT 


There exists in Congress, however, a group known as “the 

agricultural bloc.” It was organized to serve the best in- 
‘terests of the farmer. This bloc is convinced, or at least 
asserts it is convinced, that the excess profits tax is a just 
tax that places upon corporations their proper share of the 
tax burden; that it does not hurt anybody in particular or 
business in general, and that efforts to repeal it are an 
attempt to “put one over” on the farmer whose interests 
it is the bloc’s purpose to guard. 

The agricultural bloc has turned deaf ears to the argu- 
ments that the excess profits tax actually is not a tax at all, 
but a confiscation of working capital; that by impairing 
capital it prevents that full development of productive enter- 
prise which is essential to reasonable and equitable prices 
of manufactured goods and to full employment of labor; that 
by keeping up the costs of production of manufactured goods 
it is restricting the purchasing power of the farmers; that 
by restricting the purchasing power of the farmers it is 
restricting the volume of finished goods that profitably 
can be made and sold; that by restricting manufacturing it 
is restricting employment; and that by restricting employ- 
ment it is restricting the markets for the farmer’s products. 

These arguments have been iterated and reiterated until 
all the members of the agricultural bloc must be aware of 
them, and they have not been controverted. There were, 
indeed, members of the Senate and House committees that 
considered the tax bill who favored the repeal of the excess 
profits tax so as to make it effective as of January 1, 1921. 
But “to prevent friction in the ranks,” to use the words of 
a member of the Senate committee, the committee gave way 
to the House and to the agricultural bloc, and has recom- 
mended that a measure that must result in the infliction of 
higher prices for finished goods, reduced purchasing power 
for the farmer, and a restricted market for farm products 
be continued for a year longer than is necessary. Thus, if 
the tax is continued another year, the agricultural bloc will 
have defeated the very purpose for which it was formed. 

It is acts and policies like these that do more than any- 
thing else to prevent the restoration of stable conditions 
and common prosperity. It is‘this pitting of producing groups 
against groups, this following of delusive standards, this 
shouting of misleading slogans, that prevents the unified and 
and cooperative effort of the entire people of the country 
toward the common good. 


Action BASED ON THE Facts 


In this survey I have tried to give you the facts as I 
have learned them from the reports of bankers and others 
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in all parts of the country who are in close touch with busi- 
ness of all kinds. I have tried to picture the progress of 
readjustment and to outline the influences that are retarding 
it. 

But knowledge of the facts means nothing unless it is 
made the, basis for action. And our immediate concern 
should be this: How can the American Bankers Associa- 
tion, with its 24,000 members in thousands of communities 
in the United States, consolidate its strength and unify its 
efforts so as to make the banking system of the country an 
effective agent in the restoration of normal conditions and 
common prosperity? 

The intensely democratic development of the American 
banking system has been such that we have not, as they 
have in Europe, a banking strength consolidated in a few 
large institutions, each with its branches spread among all 
the communities of the nation. Fortunately or unfortunately, 
the strength of our banks does not lie in the hands of a 
few men, capable by their actions of exercising a powerful 
and unified influence on financial and economic affairs of the 
country. 

We have instead a banking system that consists of nearly 
32,000 independent units dotted over an area of more than 
three million square miles and operating under half a hundred 
different systems of banking laws. These 32,000 banks range 
in strength from a few thousands of dollars to a billion 
dollars, and nearly 24,000 of them, representing fully 90 per 
cent. of the banking strength of the entire system, are in- 
cluded in the American Bankers’ Association. 

As society has progressed through the period of barter 
to present-day systems of currency, credit and exchange, 
banking has become a more and more important factor in 
the economic life of nations, and today it is so fundamental 
a need that without it our whole economic structure would 
break down. 


GRowTH OF BANKERS’ RESPONSIBILITIES 


The increasing importance of the banking system has 
carried with it a corresponding increase in the public responsi- 
bilities of men engaged in banking. It is no longer sufficient 
for them to stand behind the counter and make loans and 
receive deposits. Be his bank a $50,000 bank or a $1,000,000 
bank or a $1,000,000,000 bank, be the community in which it 
is situated ever so small or ever so large, every banker in 
this country owes to that community a duty of economic 
education aud economic leadership that he must discharge 
in his own interest as well as in the public interest. 

The question is, how are we as bankers going to dis- 
charge that responsibility? How are we going to get that 
unified action that is necessary to make the force and power 
of our banking system fully effective? 

It is not enough to have 32,000 banks in widely separated 
communities working, each alone and each along its own 
lines, ignorant of the thoughts of the thousands of other 
bankers, ignorant perhaps of the direction which their efforts 
are taking. To become fully effective, the latent power for 
public good that lies in the 32,000 banking units must be united 
in a common policy and a common effort that will find 
expression both in group action and individual action. 

We have today all the necessary media through which 
the banking strength of the country may be consolidated 
and made a great force in active economic leadership. We 
have the American Bankers Association, in which the na- 
tional strength of the banks is represented. We have the 
various state associations, each with its intensive machinery 
well equipped and ready for use in creating a union of 
banking thought and action. We have the State Secretaries’ 


‘Section, establishing a contact between the national organiza- 


tion and the state organizations and thus between all the 
bankers of the country. 

We have our commissions and committees, our sections 
and divisions, our Executive Council meetings three times 
a year and our convention once a year. All these agencies 


are constantly giving careful consideration to the problems,” 
that arise from time to time and to means of solving them: ~ 


They can work out policies, but they cannot put them into 
effect. That can be done only by all the banks of the country. 
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Tue BANKERS’ OPPORTUNITIES 


Merely to indicate the possibilities that lie within our 
bankers associations, I want to say that in the last year I 
have three times tried to make use of the unified banking 
strength of the country in efforts of a public character. 
Twice I have called on the banks, in connection with the 
First Economic Survey and again in connection with this 
Second Survey to provide accurate information from which 
a country-wide picture of business conditions might be pre- 
pared, so that facts on which to base action might be obtained. 

Both times the response was instant. The banks of the 
country, recognizing the effort of public service that was 
intended and in which they were asked to assist, gave their 
best judgment and opinions in answers to questionnaires 
and in discussions of conditions in their communities. 

Within the last six weeks I have asked the banks of 
the country to join in a common effort to bring about the 
repeal of the disastrous excess profits tax. The response 
was again instant and country-wide, and the unified bank- 
ing strength of the country expressed itself. Whether this 
initial effort to consolidate the influence of the banks has 
been or will be successful is immaterial; the point is that 
the banks have joined in a public effort; the way has been 
pointed; an indication of the possibilities that lie in union 
of thought and action has been had, and we should now 
press forward to exercise the full influence of our united 
strength. 

There has always been in this Association an aversion to 
going into “politics.” If by “politics” is meant “partisan 
politics,” of course the aversion is well founded. But in 
the larger sense of the word, in the sense of “the science 
of government,” there is no matter with which the banks 
of the country might better concern themselves. 

This great American Bankers Association should have 
an eye always not to class welfare, but to the economic and 
financial welfare of the entire people. We should go into 
politics with the purpose of being helpful, of placing such 
facts as we may be able to gather at the disposal of legis- 
lative bodies, and of having them make such use as they 
may wish of the information we provide, for upon them rest 
the primary responsibilities of government. 

The banks can have no greater duty than that of acquaint- 
ing the people and the legislative bodies of the country with 
the facts, of guiding their own actions and public actions as 
far as possible in the light of sane consideration of those 
facts, of dispelling mistaken ideas that any measure of pros- 
perity can come to any class out of class antagonisms, of 
preventing as far as possible by educational methods the 
enactment of laws through political expediency rather than 
for sound economic reasons. 

And they can discharge that duty best not by sporadic 
individual action, but by a community of action through the 
medium of this their great Association. 


CoNCLUSION 


In closing, it is well to say that there is nothing in our 
domestic situation nor in the international situation that can 
sustain a pessimistic outlook or a despondent view that the 
world has sunk into permanent depression. 

Gradually influences preventing the restoration of stable 
conditions are disappearing. As prices move toward sta- 
bility on an equitable basis the full purchasing power that 
is a necessary prerequisite of normal prosperity is being re- 
covered. Steadily, as social and political conditions abroad 
improve, the wealth wasted in war is being replaced and 
foreign countries are working to rebuild the productive 
capacity that measures their ability to consume, and as 
foreign production increases world markets for American 
goods are being reopened. 

It is true that many problems, both domestic and foreign, 
are standing in the way of a restoration of stable conditions 
and normal domestic and world prosperity. But the forces 
that are working to solve these problems are irresistible. 

If we face conditions as they are; if we consider our 
situation in the light of sound fundamental economic laws; 
if we realize that our problems are but the natural and neces- 
sary results of the world-wide disturbances attendant upon 


the war; if we recognize that time after all is the greatest 
healer; if we do not seek vainly to obstruct natural forces 
by artificial measures designed to serve as panaceas or pallia- 
tives ; if we as bankers and as an Association use to the fullest 
degree our power to create an enlightened public opinion and 
to awaken and direct an economic consciousness that will 
wipe out producing group antagonisms and political ex- 
pediencies and bring the country to work sanely, intelligently 
and in union with the great economic forces that are operat- 
ing to restore normal conditions and normal prosperity— 
then we need not fear the future, but may face it confidently 
and may be sure that it holds no difficulties that we cannot 
overcome, 


(Copies of Mr. Drum’s report, including the appendix 
giving the details of the survey by States may be had from 
the American Bankers Association, 5 Nassau Street, New 
York City.) 


Report of Executive Council and Adminis- 
trative Committee 
By PRESIDENT JOHN S. DRUM 


The general condition of our Association is good, as is 
shown in detail in printed reports that are being submitted 
to you. 

The adoption of the new constitution last year prepared 
the way for broader work by the Association and made it 
possible to work out definite policies that could be more or 
less continuous from year to year. 

At the beginning of this administration I expressed the 
view that our Association could make the best use of its 
possibilities if it confined itself largely to a few matters 
of primary importance, and if the presidents and the two 
vice-presidents acted together in determining, not a program 
for one year, but a plan for continuous effort extending over 
a number of years. 

During the past year the policy suggested at the convention 
in Washington has been followed. Three matters to which 
it seemed the Association might well address itself were: 
First, the subject of foreign trade financing; second, the 
question of Federal legislation regulating the issue and sale 
of corporate securities; and third, the subject of Federal 
taxation. 

Shortly after the beginning of this administration I ad- 
dressed a letter to the presidents of each of the divisions 
and sections outlining the broad, general policy of the Asso- 
ciation and suggesting that best results might be accom- 
plished if the divisions and sections likewise confined their 
efforts largely to a few matters of first importance. The 
presidents of the divisions and sections agreed with this 
view, and consequently the Association and the larger groups 
within it to a great extent have been governed during the 
last year by a common policy. 

The first of these three subjects to be taken up was 
that of foreign trade financing. Our Association had recog- 
nized the vital need of foreign markets as an element essen- 
tial to progress at home, and as long ago as the autumn of 
1918, when it became apparent that the financial ability of 
foreign markets to consume our excess production was 
nearing the point of exhaustion, our Commerce and Marine 
Commission began to study the problem. 

This commission submitted preliminary reports at the con- 
vention of 1919 and at subsequent meetings of the Executive 
Council, and finally last October, in Washington, presented 
its final report recommending the formation, under the Edge 
Law, of a $100,000,000 corporation, national in scope, as a 
means whereby the position of the United States as the 
preeminent creditor nation could be used to assist in creating 
and maintaining world markets for our excess production. 

The convention unanimously approved the principles 
enunciated in this final report and directed me as president 
to ask representatives of finance and industry to meet for 
the purpose of deciding whether or not steps should be taken 
to organize a corporation along the lines recommended by the 
Commerce and Marine Commission. 

The meeting thus authorized was held in Chicago early 
last December. Several hundred representive bankers and 
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business men from all parts of the country were in attendance. 
I explained that the purpose of the American Bankers Asso- 
ciation was only to place the matter before the bankers and 
business men of the country and to ask them to decide what 
action they desired to take; that the Association stood ready 
to be helpful in any way, but, of course, could not actively 
participate in the organization of the corporation, which, in 
the nature of things, must be accomplished by private effort. 

The American Bankers Association plan was explained by 
John McHugh, chairman of the Commerce and Marine Com- 
mission, and after a discussion along general lines by other 
persons I turned the meeting over to the men in the assembly. 

The conference in Chicago unanimously voted to form a 
$100,000,000 corporation along the lines suggested by our As- 
sociation, and for that purpose appointed thirty men as a 
committee on organization and subscribed $100,000 for or- 
ganization expenses. A preliminary operating plan was 
worked out by this committee and very soon afterward actual 
organization of the corporation began. 

From time to time officers of the Association were called 
upon and gave such help as they could, consistent with the 
resolution adopted at the convention last fall and with the 
authority granted by the convention. This work was largely 
of an educational character and in no sense tied in with the 
actual organization of the corporation. The Executive Coun- 
cil at its meeting in Pinehurst last spring reaffirmed the ap- 
proval of the Association of the principles underlying the 
proposal to form the corporation. 

The work of organization has not been completed, but the 
executive committee on organization is continuing its efforts 
and hopes to present the matter to the entire committee for 
final action within the next few weeks. 

The activity of the Association with regard to Federal 
legislation regulating the issue and sale of corporate securities 
has been both intensive and cooperative. In this matter, as 
in others which have been undertaken by the Association 
during the year, it has, of course, been realized that complete 
achievement in one year in many cases is impossible. The 
policy as worked out by your president and two vice-presidents 
has been to make the work progressive and continuous from 
year to year. 

Much of an educational character in connection with Blue 
Sky legislation has been accomplished during the year, the 
officers of the Association working in cooperation with those 
of the Investment Bankers Association, and it is hoped that 
before long our efforts will result in national legislation that 
will prevent the issue of fraudulent securities. The purpose 
was approved by the Economic Policy Commission in its 
report to the Executive Council last spring and is made 
the subject of a special report which the commission will 
present to you at this convention. 

Besides considering the subject of foreign trade financing 
and the question of Federal regulation of securities, the mem- 
bers of the Association have this year given their united atten- 
tion to the subject of taxation. 

The excess profits tax is commonly known to be the most 
injurious of the war-time taxes that are still in effect. As 
soon as it became apparent that Congress might not take 
the advice of the President, the Secretary of the Treasury 
and experts in the Treasury Department and might refuse 
to make the repeal of the tax effective as of January 1, 1921, 
an attempt was made to unite the banking strength of the 
country in an effort to prove the unnecessary retention of 
this universally harmful tax for another year. 

With the approval of the Administrative Committee cir- 
culars setting forth the principal arguments against the tax 
were prepared, and, with the cooperation of the secretaries 
of the state bankers associations, a copy was sent to every 
bank in the country. 

There was urged upon the bankers the importance of re- 
moving the obstacles to readjustment that the excess. profits 
tax created by its confiscation of working capital, by its in- 
fluence in maintaining the price of finished goods at a level 
relatively higher than the prices of raw materials, and there- 
fore by serving to keep down the purchasing power of farm- 
ers and to prevent the full employment of labor. 

Every bank in the country was asked to impress upon its 
senators, as strongly as it could, the great injury the excess 
profits tax does by obstructing artificially the return of normal 


conditions. Thousands of bankers united in protesting to 
Congress against any action that would continue the tax 
for another year. 

Methods similar to those adopted in the protest against 
the excess profits tax were used in an effort to obtain the 
enactment of railway relief legislation before the adjourn- 
ment of Congress. Because of lack of time it was impossible 
to make the campaign equally extensive, but after receiving 
the approval of the Administrative Committee I telegraphed 
to a large number of bankers in all parts of the country 
and asked them to urge upon their congressmen the neces- 
sity of immediate financial settlement with the railways. 

The response in this instance was equally widespread. 
The House has already passed the necessary legislation and it 
now remains for the Senate to act. 

The manner in which the first and second economic sur- 
veys were made has been touched upon in the report covering 
the results of the second survey. The greatest factor in 
the accomplishment of both efforts was the cooperation of 
the secretaries of the state bankers associations and the 
members of the Executive Council. 

The response of council members and state secretaries to 
requests for cooperation was uniformly prompt, and these 
gentlemen went to a great deal of trouble both in supplying 
information themselves and in urging others to whom the 
questionnaires were sent to provide the information requested. 

Your officers this year have made special efforts to main- 
tain a close contact between our Association and the various 
state bankers associations. With the exception of a few cases 
in which conflicting dates made it impossible, officers of your 
Association have attended and addressed nearly all the con- 
ventions of state bankers associations held during the past 
year. 

The purpose has been to create a feeling of closer affiliation 
between the state organizations and the national Association 
and to build up a union of banking thought and action 
throughout the country. Wherever they have gone your offi- 
cers have met with cordial receptions, and they could not 
fail to come away impressed with the strength of the state 
associations and their desire to cooperate in any common 
effort of our banks. 

The power to create an enlightened public opinion through 
educational work that lies in the banks of the country as 
individuals and their associations cannot be over-emphasized. 

Last spring, after receiving the approval of the Adminis- 
trative Committee, your president appeared before a con- 
gressional committee and urged the defeat of a bill designed 
to provide for the coinage of a two and one-half cent piece. 
It was felt that the proposed coin would disorganize account- 
ing systems and would serve no useful purpose, and these 
and other arguments against the measure were presented in 
Washington. No action has been taken on the bill. 

The Executive Council met in Pinehurst early last May 
and considered a number of matters affecting the Associa- 
tion that had arisen since the convention in Washington. 
Attendance was large and the energy with which the members 
took up matters of policy and of Association administration 
made this one of the most successful meetings the Council 
has ever held. Such matters as the Council has referred 
to the convention for final action will be brought up at the 
proper time. 

During the year the Administrative Committee has been 
very active. The attendance at all its meetings has been good, 
and in the intervals between meetings members of the com- 
mittee have been in close touch with your president. Matters 
of an emergency character that could not be held in abeyance 
pending the meeting of the Executive Council or the con- 
vention have been disposed of promptly by the Administrative 
Committee. 

I have not attempted in this report to cover the activities 
of our divisions, sections, commisions and committees, as 
each has prepared a report of its activities during the last 
year and will present it to you. 

I should be remiss indeed if I neglected on this occasion 
to thank the members of the Association, the members of 
the Executive Council, the members of the commissions and 
committees, the secretaries of the state bankers associations 
and the officers of the divisions and sections for the kindness 
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they have shown and the cooperation they have given through- 
out the year. 

After all a year is a short period, but I want to express 
the hope that we have made progress in laying the founda- 
tion for a continuing policy that will lead to greater accom- 
plishment as time goes on and to an assumption by the banks 
of the country of their responsibilities of economic leadership 
and economic education. 

Mr. Puitiips: Mr. President, would it be in order at 
this time to discuss any of the action by the Executive 
Council ? 

PRESIDENT DruM: Mr. Phillips has called to my attention 
one measure which is to be brought before the convention, 
the only action that is to be presented by the Executive 
Council to this body. I want to state that the matter has 
not been definitely drafted yet and will be presented either 
tomorrow morning or the following morning. 

The next order of business is the report of the Trust 
Company Division. Mr. Hulburt, the president of the Division, 
will present the report. (Applause.) 


Report of Trust Company Division 
By EDMUND D. HULBURT 


Mr. Hutsurt: The Trust Company Division is cele- 
brating at this convention its 25th anniversary, and I am 
happy to report that it is healthy and vigorous and hard at 
work. It was the first group to organize as a separate section 
of the American Bankers Association, and that this segrega- 
tion has had a profound effect not only upon the welfare 
of the trust companies, but upon the welfare of the public 
as well I think no one will question. The total membership 
of this Division on September 1, 1920, was 2,240, and on 
September 1, 1921, 2,420, being an increase of 180 in the past 
year. The latest figures compiled by the United States 
Mortgage & Trust Company of New York, show that on 
June 30 of this year trust companies of the United States 
showed total resources of $12,323,000,000, 128 millions less 
than on June 30, 1920. It is interesting to note that while 
the country as a whole showed a shrinkage in resources of 
$128,000,000, the Pacific Coast showed an increase of $105,- 
000,000. 

PRESIDENT Drum: You have heard the report. It will 
have the usual action and be placed on file. We will now 
have presented to us the report of the Savings Bank Divi- 
sion, by the president of the Division, Mr. Sadd. (Applause.) 


Report of the Savings Bank Division 
By PRESIDENT W. A. SADD 


The activities of the American Bankers Association 
through its Savings Bank Division may be classified under 
a few distinct headings: 


1. Facilities and service in savings banking. 
2. Protection of savings deposits. 
3. Individual habits of thrift and saving. 


1. Under the first heading, relating to facilities and ser- 
vice, the Division has collected and classified, and, from 
time to time distributed, material on a wide variety of sub 
jects which are divided in the printed report of our Division’s 
Committee on Facilities and Service as follows: 


First: Methods of organizing and handling the details 
of savings banking; 

Second: Savings bank publicity and advertising; 

Third: Advice to investors. 
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Under the first heading, questions of banking practice have 
received attention almost daily. Our pamphlet on “The Sav- 
ings Department” in commercial banks and trust companies 
is still being furnished to banks. 

Under the second heading, considerable progress has been 
made in the preparation of material for an advertising in- 
formation service, for which there is much inquiry, and which 
we expect to be of great value to our members. 

Under the third heading, the first of several studies ap- 
peared in the article on Christmas Clubs, accompanied with 
elaborate tables in the JourNAL for August. 

Under the fourth heading, much attention has been given 
to the operation of the better business bureaus. 

2. As to the second general division, that of savings 
bank investments, various distinct activities may be grouped. 

Thus, not only must the list of legal investments be pruned 
and extended to meet the changing conditions of a progressive 
age, but the economic function of savings banking must be 
protected against unsound invasion, savers must be assured 
of the best possible balance between safety and economic 
service, and the mutual interests of savings bank depositors 
must be protected against dangers which range from mere 
protection against jugglery to socialistic confiscation. 

Time precludes even a general discussion of our work on 
the following topics, with which every banker is more or less 
acquainted : 

1. The establishment of a national institution, whereby 
the money product of local thrift and savings will be with- 
drawn from the community for the use of the nation, thus 
ere community development and reducing its tax paying 
ability. 

2. Land credit systems may develop into savings col- 
lection systems. The new plans which have been proposed 
usually include a scheme for reaching the small saver. Even 
the Federal loan system is now actively engaged in promoting 
an effort to present their bonds as an object of thrift on the 
part of an industrial worker in the city, the cooperative credit 
feature of the law having failed to produce a marketable 
bond, and the agricultural regions having failed to provide 
the savings which might probably be expected to sustain this 
special class of loans. 

3. The pending revenue bill as adopted by the House 
of Representatives includes a provision which we regard as 
an open attempt to shift savings from banking institutions 
into the building and loan associations. Bankers and clearing 
house associations have rallied to our support in our attempt 
to indicate to congressmen that any slight benefit which might 
thereby accrue to home owners would inevitably reduce the 
service now being rendered to the real estate interests by 
the banking interests. The loan association exemption would 
constitute a most unusual discrimination on behalf of one 
type of workers as against the corporate and individual lend- 
ers which handle the great bulk of mortgage loans on bases 
of cost and term, which are more favorable in general than 
any other which has been or can be devised. 

4. Tax exempt securities are now generally recognized to 
be the menace which we first officially declared them to be 
two years ago. Savings bankers have a primary interest in 
real estate mortgage securities. They have a secondary in- 
terest in the securities of our public utilities. They have an 
important interest in the underlying securities of commerce. 

Savings banks cannot prosper when commerce lags and 
employment fails. 

We therefore emphasize our campaign against the menace 
of tax exempt securities, the principle for which we contend 
has been approved within the past year by the U. S. Cham- 
ber of Commerce, the Investment Bankers Association, the 
National Tax Association, and other organizations, to which 
list the Executive Council of the American Bankers Asso- 
ciation was added at its spring meeting of the present year. 
Difficult and discouraging as has been this fight at various 
stages, it will be in vain if the door is left wide open, as 
now, for additional billions of the securities which pour 
into the market as rapidly as funds are available, and easily 
underbid the private securities which are essential to pros- 

erity. 
7 3. Under the third division of our Division’s activities, 
relating to habits of thrift and saving through the wider use 
of banks, to which various matters considered under our first 
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heading are directly related, we have to report our most im- 
portant accomplishments. 

Our position that the family should be treated as the 
unit for practical thrift has been generally accepted as sound. 
Having established this point, the work naturally divides into 
attention to the wage earner as the source of the family 
income, the housewife in her management of the home and 
family affairs, and the child in the school. 

Industrial ‘savings banking systems have made some advance- 
ment during the past year, although much less than if indus- 
trial conditions had been more normal. 

But school savings banking systems have made great 
strides, the number of systems has been increased by close 
to 100 per cent. and the interest by bankers and educators 
has advanced even further. Experience with such work has 
attained the point where even the larger cities are now able 
to install and operate for every pupil in every school in its 
jurisdiction. Our second annual statistical report covers the 
school year for 1920-1921, the preliminary tabulation having 
been presented in the August issue of our JouRNAL. An im- 
portant compilation of the various systems for comparative 
study appears in the report of the Division’s Committee on 
Savings. 

Home economics work by banks is still in an experimental 
stage, but the experience of the past year has been extensive 
and should have taught important lessons for the future. We 
have formed an important contact with the American Home 
Economic Association, developments toward a practical plan 
are reported from Massachusetts and other states, and we 
expect that financial interests will render important service 
along this line in the future. 

Conclusion: It is with a considerable degree of pride 
that we make this report of our activities during the present 
administration. The details of accomplishment are not neces- 
sary, results speaking for themselves. 

In this report we have only touched upon more important 
branches of the work, omitting, for example, the great -ad- 
vance which has been stimulated by us in the preparation 
of statistics on the number, amount and distribution of prop- 
erly defined savings deposits. Such statistics are of un- 
questioned importance to all workers on economic subjects. 
Urfortunately, it will be several years before all jurisdictions 
and all bankers can be persuaded to compile and report data 
which will be both complete and comparable by reason of 
uniformity of definition. 

During the past year we have been officially represented 
by and taken active part in the annual conventions of the 
following organizations: National Federation of Industries, 
National Conference on Housing, National Education Asso- 
ciation, National Conference of Mutual Savings Banks, Amer- 
ican Home Economics Association, and have had many inti- 
mate contacts with other organizations. 


PresipENT Drum: The report will be received and placed 
on file. The next order of business is the report of the Na- 
tional Bank Division. In Mr. McKee’s absence John G. 
Lonsdale, vice-president of the Division, will present the 
report. (Applause.) 


Report of the National Bank Division 
By PRESIDENT H. H. McKEE 


The work of the National Bank Division during the past 
year may be summarized as follows: 


Serving not only our own members. but the members of 
the other divisions and sections of the Association. in con- 
nection with their relations with the Federal Government 
in Washington. 

Watching legislation in Congress and reporting there- 
upon to officers of the Division and of the Association. 

Forming and puttirg into effect plans for the extension, 
development and improvement of the business of national 
banks. 

Co- -operating with the other divisions and sections in 
carrying ovt the aims and purposes of the American Bank- 
ers Association. 


This work has been carried on by the deputy manager of 
the Association in charge of the Washington office of the Na- 
tional Bank Division, which was made a branch office of the 
Association proper, by action of the Administrative Commit- 
tee, and also by the standing committees and officers of the 
division acting in pursuance of policies adopted by the Execu- 
tive Committee and by the officers acting as representatives of 
the division on the Administrative Committee. 

The work has moved along smooth'y during the year and 
the division officers feel that good results have been accom- 
plished. 


PERSONAL SERVICE AT WASHINGTON 


The supervision of National Banks by the Comptroller of 
the Currency and their relations with the Federal Reserve Sys- 
tem, the administration of the internal revenue laws and the 
activities of the Department of Commerce offer a very large 
field for personal service at the Nation’s Capital in behalf of 
bankers. While individual cases may seem trivial and un- 
important when considered singly, the aggregate of all of them 
shows that much time and expense have been saved to our 
members and considerable valuable information has been 
gathered by having a representative in close touch with 
governmental activities. 

In carrying | on this work, our representative has visited 
frequently near'y all the great departments of the government 
and has been received courteously by all with whom he has come 
in contact. Public officials have displayed a desire to be help- 
ful to us and they seem to appreciate, as we do, the value of 
cooperation. As service has been rendered in some measure 
to all the divisions and sections, it seems proper that the en- 
tire Association should acknowledge its obligation to public 
officia!s in Washington for the friendly, helpful spirit they have 
displayed and for their many courtesies during the past year. 

The special Treasury Department service in connection with 
witnessing the destruction of mutilated currency and sending 
telegraphic notices of Comptrollers’ calls is growing. While 
this service is self-supporting and is not paid for by the Asso- 
ciation or the division, the cost to each member subscribing is 
about one-half of that which it paid to former agents. Our 
plan of personal service in Washington is — only by the 
needs of our members, 


FEDERAL LEGISLATION AND RELATED SUBJECTS 


Since the last annua! convention of the Association many 
bills affecting nationai banks have been introduced in Con- 
gress. However, no legislation adversely affecting National 
banks has been enacted. Our Committee on Federal Legisla- 
tion watches every bill affecting the business of banking from 
the time it is introduced until it fails or becomes a law. On 
several occasions our officers have been granted hearings be- 
fore Congressional committees, and at other times the officers 
of our division and of the Association have been requested to 
express their opinions upon pending measures. 

The experience of our officers and committees in connection 
with legislation in Congress affecting the business of banking 
leads us to point out that in their efforts to learn the true im- 
port of proposed measures Congressional committees appre- 
ciate the information that can be given thereon by practical 
men. 


Savincs DEPARTMENTS OF NATIONAL BANKS AND THRIFT 
CAMPAIGN 


Realizing the necessity for promoting habits of thrift among 
our countrymen bv offering them opportunities to save part of 
their earnings and receive interest thereon, thereby increasing 
the volume of credit available for development of the instru- 
mentalities of production and distribution, our division has 
urged and encouraged its members to open savings depart- 
ments. The growth of these departments in national banks is 
apparent in the light of information contained in reports to the 
Comptrol'er of the Currency which show that while demand 
deposits in National barks decreased $1.400,000,000 from 
June 30. 1920. to June 39. 1921, with a decrease of loans 
amornting to $1.200,000.000, time or savings deposits increased 
$210.009,000. On Ture 30, 1921. National banks held deposits, 
including bank deposits, demand deposits and time deposits, 
amounting to $15.140,000,000, of which $3,700,000,000, or 2414 
per cent. were time or savings deposits. 
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State TAXATION OF NATIONAL BANKS 


The work of our Committee on State Taxation of National 
Banks has been directed toward preventing as far as possible 
unjust discrimination by state taxing authorities against our 
members. There seems to be an impression that because banks 
deal in the evidences of wealth a very large share of it remains 
in their hands as profits. It is only a short step from that im- 
pression to the belief that banks should pay a higher rate of 
tax than that which is imposed upon moneyed capital in the 
hands of individua's. The decision of the Supreme Court in 
the case of the Merchants National Bank of Richmond, Va., 
corrects that belief and calls attention to a law enacted many 
years ago, which was intended by Congress to protect National 
banks from the very discriminatign which state taxing authori- 
ties have practiced. The Nelson bill, so widely discussed, is 
intended to remove the protection of the Federal Government 
in a measure from national banks in the matter of state taxa- 
tion. A report upon this bill likely wi:l be made by some other 
agency in the Association, and in view of that a discussion of 
it here seems unnecessary. 


Trust DEPARTMENTS OF NATIONAL BANKS 


There is in the National Bank Division a committee devot- 
ing its energies toward the advancement and the standardiza- 
tion of the work of trust departments in national banks. This 
Committee has partially surveyed this field, and while its work 
is still in its initial stages the information gathered has dis- 
closed the possibilities and has enabled the Committee to out- 
line a course of action for future guidance. Trust depart- 
ments of national banks are a new adjinct, but as their right 
of operation has been so clearly defined and placed beyond the 
point of controversy, their expansion cannot be doubted, and 
is really now a matter of course. 

The officers of our Division acting as members of the Ex- 
ecutive Council and the Administrative Committee have en- 
deavored to perform their duties in a representative capacity, 
having in mind always the large and constructive aims and 
purposes of the Association and the relation of the members of 
our division thereto. They have tried to harmonize the inter- 
ests of the National Bank Division with that of the other divi- 
sions and sections to the end that our Association shall present 
a united front in giving public expression to its conception of 
sound and desirable economic policies, making the business of 
banking a he:pful factor in the work that is being done toward 
bringing our country back to a reasonable and orderly state of 
economic existence and educating the public in the funda- 
mental truths of banking and related subjects. 

The division feels that it has accomplished great good during 
the past year, and due to the fact that its work before the 
Governmental Departments and the Congress is without cost, 
its expenditures have been kept within very reasonable bounds. 

In pursuance of their duties our division officers have come 
into close contact with the officers of the Association, and have 
received from ali of these gentlemen many courtesies and much 
help. It is a p'easure to acknowledge our debt of gratitude to 
these officers and to thank them publicly for their unfailing 
courtesy, their valued help and the keen interest they have 
taken in our work. 


PRESIDENT Drum: This report will take the usual order. 
We will receive it and place it on file. It is very full and 
comprehensive. 

The next order of business is the report of the State 
Bank Division. Mr. Elliott C. McDougal, president of the 
State Bank Division will present the report. 


Report of State Bank Division 
By PRESIDENT ELLIOTT C. McDOUGAL 


The voting membership of the State Bank Division of the 
American Bankers Association, at the close of the fiscal year, 
August 31, 1921, was 11,191, being a gain of 480 during the 
year. The Division also has an associate membership of 1,348. 
This makes a total membership of 13,019. 

The State and Federal Legislative Committees of the 
State Bank Division have confined their efforts during the 
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year to supporting the legislative program of the American 
Bankers Association, there having been no occasion for the 
State Bank Division to avail itseli of its constitutional right to 
take independent action. 

The Committee of Seven of the State Bank Division on 
Exchange is cooperating with the Committee of Five of the 
American Bankers Association appointed to consider the same 
subject and both committees are working in harmony with 
the National and State Bank Protective Association in an 
endeavor to obtain Congressional action authorizing charges 
for the collection of checks. The subject will be fully covered 
in the report of the Association's Committee on Exchange, 
to be presented to the convention later. 

The State Bank Division has for some time been endea- 
voring to procure the publication of statistics regarding state- 
chartered banking institutions, similar to the statistics pub- 
iished by the Comptroller of the Currency regarding national 
banks. We are pleased to announce that Comptroller Cris- 
singer, in cooperation with bank superintendents of the various 
states of the union, has arranged to include in his periodical 
reports pertaining to national banks similar statistics pertain- 
ing to state banks, trust companies and savings institut.ons, 
thus showing frequently and fully the total banking power of 
the United States. 

The subject of country banks and farm finance has been 
under the consideration of the State Bank Division and the 
topic was fully and freely discussed at the Division meeting 
on Monday afternoon. It seems desirable that there should 
be ways and means whereby banks in agricultural districts 
may rediscount farm mortgages in some such manner as the 
Federal reserve banks now rediscount commercial paper. A 
special committee of the State Bank Division will be appointed 
to duly consider this important matter. 

‘the State Bank Division particularly appreciates the 
friendly relationship of the National Association of Super- 
visors of State Banks and the two organizations are cooperat- 
ing in efforts to improve banking customs and banking laws. 

Among other things the State Bank Division is supporting 
the efforts of the State Bank Supervisors to secure legisla- 
tion that shall prohibit the sale of fraudulent or worthless 
securities without crippling corporations engaged in business 
that is legitimate, even though of more or less speculative 
character. There should at least be laws that forbid false 
statements in prospectuses and other announcements of cor- 
porations that ask the public to purchase their stocks and 
bonds. 


PresipENT Drum: You have heard the report, which will 
be received and placed on file. The next in the order of business 
is the report of the Clearing House Section of which Mr. 
Crane is president. Mr. Crane is not present, and the report 
will be read by R. F. McNally. 


Report of the Clearing House Section 
By PRESIDENT A. A. CRANE 


The Clearing House Section has just completed its fifteenth 
year of service to its members. This organization since its 
inception contemplated active and progressive growth and de- 
velopment, and the service which it has rendered to its mem- 
bers since that time has been exceptional. The first clearing 
house in America was organized in New York in 1853. Others 
followed in rapid succession. The date of organization in each 
case merely marks the time when the banks began to meet at 
a common place and exchange checks. That is the funda- 
mental purpose for which clearing houses are organized, and 
if that were the only function exercised by these associations, 
there would be no occasion for such an organization as the 
Clearing House Section, but such is not the case. 

In a country such as this—with a great banking system 
composed of independent units—there must be some cohesive 
power that unites them into groups. capable of performing 
proper public service, and strong enough to withstand shocks 
that would seriousiy threaten the existence of the individual 
banks if they did not make common cause with one another. 
This has been brought about through the clearing house asso- 
ciations. 
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For fifty years or more, the clearing houses of this country 
have been the leaders of banking thought. With leadership 
has come responsibility. It has been the aim of this section 
during the fifteen years of its existence to keep before the 
clearing houses which comprise its membership, high stand- 
ards of development and a realization of the importance that 
the policies which we have been advocating have been con- 
servative, sound and constructive, based upon actual knowl- 
edge and experience, and not untried theories or doubtful ex- 
pediency. We have striven at all times for the betterment of all 
banking practice and for the conservation of our banking re- 
sources. A great many bankers were under the impression 
that when the Federal reserve system became operative the 
clearing house would either be done away with or be absorbed 
by the Federal reserve banks. Such was not the case, for the 
clearing house association is based upon the fact that 
the combined judgment of several bankers is much less liable 
to error than the independent judgment of one individual. 

As most of you know, the Clearing House Section had its 
origin in a resolution adopted by the Michigan Bankers As- 
sociation Convention at Port Huron, July 14, 1899. Since 
its inception several years later, the membership of this 
section has grown considerably with the trend of the times. 
At the Washington Convention last year we reported a 
membership of 255 clearing houses. Today we are pleased to 
report that we have-increased the membership to 274, a 
gain of nineteen. This membership represents approximately 
3,800 banks of all classes, and includes practically 75 per 
cent. of the banking capital of the country. While much has 
been accomplished by this section during the past fifteen 
years, much still remains to be done, and especially along 
those lines which any strong organization should encourage 
and develop. 

It is our purpose at this time to bring to your attention 
some of the needs and possibilities of our organization: 

We have felt for some time that there should be more 
uniform methods and policies adopted by the associations in- 
dividually. We have endeavored to carry out this idea. Dur- 
ing the past few months the secretary sent a request in the 
form of a questionnaire to the manager of every clearing 
house in the country, asking for information which, when 
compiled, will be at the service of each association. We 
believe this will help to bring about more uniformity in the 
rules and regulations of each clearing house association. 

There is no line of work to which our section is more 
definitely committed than that which pertains to the clearing 
house bank examiner system. 

A discussion of this subject is provided for in our pro- 
gram for Thursday afternoon, and we hope that all of you 
will be present at this meeting. Your Executive Committee 
has been keenly alert to the fact that the clearing house 
system of examination and supervision is one that provides 
the greatest safeguard possible for conservative and legitimate 
banking operations. 

At the beginning of the fiscal year nineteen clearing house 
associations had this system of examination. During the 
past year four cities have been added to this list: Hutchinson, 
Kansas, Indianapolis, Ind., Montgomery, Ala., and Ogden, 
Utah. We have definite promises from the associations of 
two other cities that an examiner will be installed before the 
first of the year. There is absolutely no question but that 
this system of examination is in a measure indispensable. 
Letters which the secretary has received from the leading 
bankers in every city having such a system bear out the fact 
that under no consideration would they ever think of giving 
it up. 

We all appreciate the immense benefits that are realized 
from the supervision and examination by the Federal ex- 
aminers. We know that the state examination departments 
have been improving continually and each one now is on a 
high plane. The real service of any system of bank exam- 
ination can never be fully appreciated or understood by the 
general public, whether it be Federal, state or clearing house. 
The clearing house examination system is not only applicable 
to the larger cities, but the smaller as well, for in a number 
of instances it has proved successful in the smaller cities. 
For instance, if I may be permitted to mention Hutchinson, 
Kansas, again, from the reports we have received from the 
bankers of that city, they are more than pleased with the 


results so far obtained. The officers of this section recom- 
mend that you bankers who are here today from the smaller 
cities as well as the larger cities, look into the methods of 
operation of this system of examination, and read the letters 
of commendation and endorsement that have been received 
from the bankers in the cities where it is being successfully 
operated. 

For a great many years the need of a standardized form 
of draft and check has been discussed. During the past 
year the secretary of this section has been working in con- 
junction with the Committee on Forms of the State Secre- 
taries Section in an endeavor to bring about a uniform draft 
and check. After several meetings which were attended by 
our secretary and the members of our Executive Committee, 
a standardized form of check and draft was finally adopted. 
Those sizes have been recommended to the banks by the 
clearing house associations and the State Secretaries Section. 
Both sections hope to receive the cooperation of every banker 
in this country in this movement of standardization. We 
have been aided in our efforts by practically all the large 
bank note companies, as well as the Eastern and Western 
Association of Manufacturing Bank and Commercial Sta- 
tioners, which represent the majority of bank note and litho- 
graphing companies in the country. With the cooperation 
they are giving us we believe that within the next two or 
three years the standardized check and draft form as recom- 
mended will be in universal use. 

The question of a satisfactory uniform financial state- 
ment form has occupied the attention of bankers throughout 
the country for many years. Various forms, several of which 
are excellent in detail construction have been evolved and 
adopted for use, but no particular form appears to have 
met with the universal approval and adoption of the banking 
community until a committee was appointed by the Clearing 
House Section in 1918 to bring about such a uniform state- 
ment. 

This Committee recommended a statement form which 
met with the approval of a great many bankers. This year 
it was slightly revised to meet changed business conditions. 
After its revision it was not only approved by the American 
Institute of Accountants, but by the National Association of 
Credit Men. Copies of this form were forwarded to the 
banks in every clearing house city and the secretary has re- 
ceived requests for these forms from banks in every section 
of the country. The interest shown has been beyond the 
expectation of the Committee. 

In accordance with the plan made effective at the last con- 
vention of the American Bankers Association, the Acceptance 
Committee of the American Bankers Association now func- 
tions through the Clearing House Section, and your secre- 
tary was appointed secretary of the Acceptance Committee. 
Whenever possible, as a section, we have been giving the 
matter of acceptances our closest attention and at every 
opportunity are spreading the propaganda through the vari- 
ous channels that are open to us, making every effort to 
help develop the acceptance idea in this country. 

In keeping with the service that we as a section are giving, 
a bulletin is sent out monthly from the secretary’s office, 
giving information which is of use to the managers and secre- 
taries of the Clearing House Associations, bringing to their 
attention anything that might be of interest in helping to 
further develop the clearing house idea in this country and 
bring about a uniformity in the methods and operations of 
all associations. 

A number of years ago the officers of this Section became 
thoroughly convinced that the weekly “Clearing Figures” did 
not and could not be made to accurately disclose the volume 
of business transactions, for the reason, as it can be readily 
understood, that frequently included items that did not rep- 
resent actual business transactions, and that never included 
the vast amount represented by checks and drafts that do 
not pass through the clearing houses. At that time we con- 
ceived a plan of having the clearing houses report so called 
“Total Bank Transactions” and after much effort we are able 
to report that many of our clearing houses are now reporting 
to us weekly total of “Debits against Individual, Savings and 
all other Accounts.” As 95 per cent. or more of the busi- 


ness of the country is transacted and settled through the use 
of checks and drafts, it will be agreed I am sure that when 
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this plan becomes nation-wide, as we plan it will, it wil) 
prove to be a barometer of business that cannot possibly be 
improved. We are compiling the “Total Transactions” that 
are reported by our members and publishing them quarterly 
in the JouRNAL, together with the total “Clearings.” These 
figures will prove to be of very great value to the clearing 
house associations and their members, and the business in- 
terests of the communities they serve. 

It was through the efforts of the Clearing House Section 
that the universal numerical system which has unquestionably 
saved hundreds of thousands of dollars in expense of opera- 
tion to the banks of America, was evolved and developed. 
This is adaptable to banks of every size. Its use facilitates 
the handling of checks, drafts and other items in the vari- 
ous departments of a bank. It has proved its worth for it 
is certainly a great labor and time saver, and practically 
every bank in the United States is now using it. As new 
institutions are organized, they are immediately notified of 
this plan and it is being readily adopted by all. 

Since the inauguration of the “No protest” symbol plan 
several years ago, we have been advocating its use. We 
find that it is becoming almost as popular as the universal 
numerical system and we hope that every bank may eventu- 
ally become interested in its use. 

I might go on and elaborate upon the many constructive 
ideas which the Clearing House Section has developed and 
evolved, since its inception, but will only mention a few. As 
most of you know, it was largely through the influence and 
the efforts of this Section that the “Gold Settlement Fund” 
of the Federal reserve system was established. This is one 
of the functions of the Federal reserve system that has been 
operating since its beginning to the entire satisfaction of 
every interest in the United States. You are all familiar 
with what took place in the times of stress such as the panic 
of 1907, and the stressful months following the outbreak of 
the war in 1914, when by the well directed use of the equip- 
ment and machinery of the clearing houses of the country 
untold financial losses were averted. It is a well known 
fact that the experiences gained through clearing house as- 
sociation activities during the panics and other trying periods 
of the past proved very helpful when the bill authorizing the 
present Federal reserve system was pending in Congress. 

I have endeavored to outline to you some of the accomp- 
lishments of this section since its organization. For a full 
detailed report of the year’s work I would ask that you read 
the secretary’s report which will appear in the Annual Pro- 
ceedings of this section. 

At the annual meeting of the section last year, A. T. Mat- 
thew, who was then Secretary of the Section, tendered his 
resignation which was accepted with regret, to accept a 
position with the Mercantile Trust Company of San Fran- 
cisco. In looking over the field of applicants for a suc- 
cessor to Mr. Matthew, your Committee selected Donald A. 
Mullen, formerly of the Colonial Trust Company, Pittsburgh, 
Pa., who has been acting in that capacity since January of 
this year. 

Mr. Mullen is a live wire as the activities of the Section 
give proof and the Committee made no mistake in their 
selection. 

At this time I wish to take the opportunity of expressing 
my appreciation of the hearty cooperation given me by the 
officers and members of the Executive Committee of this 
section, the state representatives, and the members of the 
official staff. 


PresIpENT DruM: The report will take the usual course. 
We now have the report of the American Institute of Bank- 
ing. I want to say that in the activities of our Association 
during the year, I have found that closer and closer is the 
contact of the American Institute of Banking with the Amer- 
ican Bankers Association becoming. The Institute has in its 
membership a large and enthusiastic group of the younger 
men, and its conventions yearly are becoming more and more 
a training ground for banking development. Mr. Beckley, 
the retiring president, unfortunately cannot be here this morn- 
ing, and I have the privilege of introducing the new president, 
Robert D. Locke, who will give the report of the Institute. 


Report of the American Institute of Banking 


Rosert D. Locke: After those very complimentary words 
of our president, I shall proceed to attempt to break the 
record of Mr. Hulbert for a quick report. I am very sorry 
that Mr. Beckley was not able to come to Los Angeles and 
give a report of his stewardship, but I will call attention 
in the first place to the increase in membership. 

At the close of 1919 our membership was 24,000. In 
1920 it had increased to 32,000. At the present time it has 
44,903. (Applause.) Of this group of bank men of approxi- 
mately 45,000 over 24,000 of them are students of banking 
subjects. The 24,000 students and graduates exceed the num- 
ber of students in the universities of Harvard, Yale, Prince- 
ton and Cornell. Of course, numbers mean nothing, but 
the new administration of the Institute is committed to a 
program of inducing as many of our members who are not 
students, as possible, to become such. In other words, we 
intend this year to bring into the student class as many of 
our 45,000 members as is possible; and it is in that connection 
that you gentlemen, officers of your institutions, and who 
reap benefits from our work can be of the greatest service 
to us—that is, to induce your young men to become students 
of the American Institute of Banking. 

I also wish to advise you of a very important resolution 
which was adopted at the New Orleans convention of the 
Institute, with which most of you are familiar. It was first 
adopted in 1918, and was reiterated in a most enthusiastic 
manner at our recent convention in Minneapolis. The high 
spots of that resolution—I wish I had time to read it in its 
entirety—but the high spots of that resolution are: 

Ist. That we believe in the cooperation of employers and 
employees. 

2d. That we are opposed to all attempts to limit pro- 
duction ; 

3d. That we are opposed to all attempts to limit individual 
initiative; and 

4th. And finally, that we are unalterably opposed to any 
plan purporting to improve our material welfare upon any 
other basis than that of pure unadulterated Americanism. 
(Applause. ) 

PRESIDENT DruM: We heartily agree with that program, 
and I am sure that our members will continue in the future 
as in the past to give their full support to the Institute in 
its efforts to obtain new members. 

The next order of business is the report of the State Sec- 
retaries Section, of which D. S. Kloss is president. Mr. 
Kloss is not here, and the report will be delivered by Mr. 
Smith. 


Report for State Secretaries Section 


On account of the absence of our President, D. S. Kloss, 
the pleasing duty of presenting a report for the Secretaries 
Section devolves upon me. 

The secretaries, whose watchword is activity, have endeav- 
ored to assist with and carry forward every constructive 
movement sponsored by this great Association—notably the 
campaign of the Educational Committee, headed by Mr. 
Puelicher. We are carrying this thrift and better knowledge of 
banking to every county in the United States through our 
state organizations and predict splendid results. 

Our Committee on Insurance is laboring diligently to hold 
down rates and, if possible, have those now in effect reduced. 

Our Committee on Simplified Income Tax Forms has been 
persistently knocking at the doors of the Treasury Depart- 
ment. We hope to be able, in the near future, to announce 
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to our membership that our efforts have been crowned with 
success. 

We are glad to announce that the Finance Committee of 
the Senate has incorporated in the new income tax bill our 
amendment which will permit banks to deduct from their 
returns, taxes paid for their shareholders, provided the indivi- 
dual shareholder has not deducted said tax from his return. 

Our state associations will be glad to adopt the suggestion 
of Mr. Bowerman regarding the dates for holding our state 
conventions wherever it is practicable to do so, in fact it is 
a joy and a pleasure for us to cooperate with and help 
carry forward every policy inaugurated for the good of 
banking in the United States by our great American Bankers 
Association. 


PRESIDENT Drum: The report will be received and take 
the usual order. 

We come now to the report of the Public Relations Com- 
mission. That is one of the great commissions created under 
your new constitution. If we are to proceed with our work 
of creating a strong and a powerful public opinion, it is 
necessary for us to present the facts upon which action must 
follow in the strongest possible way. We are fortunate in 
having as the chairman of that committee, Francis H. Sisson, 
who will read the report of the commission and explain what 
its activities have been. 

Francis H. Sisson: The report of the commission will 
be a double header in one sense. In the first place, the report 
of the commission, as such; and in the next place, a brief 
report from the editor of the JourNnaLt, who unfortunately 
is not able to be here. 


Report of the Public Relations Commission 
By FRANCIS H. SISSON, Chairman 


The work of the Public Relations Commission last year 
covered two distinct fields. It will be remembered that at the 
last convention of the Association responsibility for general 
supervision over the JouRNAL OF THE AMERICAN BANKERS 
ASSOCIATION was vested in the Public Relations Commission. 
As a result, the labors of the Commission centered during the 
first half of the year in the Journat and its office was used 
as a clearing house for the gathering and distribution of our 
views and news. 

At the first meeting of the Commission held in New York 
City, January 17, 1921, a new editor was selected to replace 
Mr. George Lewis, who had resigned to enter the field of 
commercial printing. The Commission and the Association 
were fortunate to secure the present editor, James E. 
Clark, who is a trained journalist of high standing. 

The editor’s task as outlined to him at the time of his 
appointment, was to build up the JourNAL both as to editorial 
and advertising content. In addition, he was entrusted with the 
issuance of American Bankers Association news to the maga- 
zine and newspaper press of the country. 

The Public Relations Commission has kept in constant 
touch with Mr. Clark and the operations of the magazine, and 
we have been gratified by the progress the JouRNAL has made 
within the limitations under which it necessarily has been 
compelled to labor. 

In the face of an advertising slump and a general avalanche 
of contract cancellations, the JourNAL has held up well. The 
record of advertising receipts this year is particularly grati- 
fying in view of the general retrenchment practiced by ad- 
vertisers. The total receipts from advertising in the twelve 
months ended August 31, 1921, the close of the Association’s 
fiscal year, were $39,006.66 as compared with $32,658.26 in the 
year, 

We have paid particular attention during the year to the 
development of new advertising for the JouRNAL and are 
pleased to report a gain in new contracts. As general business 
conditions improve there is nothing to hinder a steady growth 
in JouRNAL income received from advertising. 

As for publicity, the enlarged scope of. our activities has 
perhaps been apparent in the newspapers and magazines. For 


the first seven months of the year news items were distributed 
through the Journat office and the results obtained were good. 
The lineage secured for the material printed at the Spring 
meeting of the Executive Council alone totaled more than 
35,000 agate lines, in round numbers—a good showing. 

The Public Relations Commission, after the assurances of 
support given at the Pinehurst meeting, decided to intensify 
these publicity activities and secured George B. Walker, 
a trained newspaper and publicity man, who began service 
June 1. He was appointed to succeed Lingard Loud as 
Secretary of the Public Relations Commission. 

At the beginning of the new régime the various lists of 
addresses to which A. B. A. news items were sent were 
inadequate and in need of revision. This revision has been 
effected and the Association is now securing the benefits of 
using the modernized and corrected lists. 

In addition to the regular news items originated within 
the Association and sent to selected lists of magazines and 
newspapers, a special bulletin service has been started. This 
goes to the banking magazines and other selected publications 
and its increased use proves its value. 

The benefits of the intensified publicity campaign have been 
plainly demonstrated in the dull period of the year. From 
July 15 to August 15 many lines of reading matter were pub- 
lished by newspapers and magazines throughout the country, 
according to the two clipping bureaus whose service the Com- 
mission buys. The bureaus do not secure all clippings and 
the lineage record was undoubtedly more than that. Since 
August 15 it has steadily increased. This constantly increasing 
acceptance and use of A. B. A. news matter is the best evidence 
of its recognized value and increasing influence. Both its 
educational and commercial value can be easily established 
and an intelligent study of the field will produce constantiy 
better results. : 

To continue this gratifying gain in publicity it will be 
necessary to increase the budget for the Public Relations 
Commission next year, but there is no department of the 
Association where increased expenditure will bring such far- 
reaching and important results. Your Commission urges 
strongly that the members should get behind the campaign 
and give it full support. The A. B. A. furnishes a vast field 
for intelligent publicity which we should develop as a public 
duty, to say nothing of the benefits to be enjoyed by banking 
and business interests generally as a result. 

You have heard through the reports so far submitted a 
discussion of broad public problems which should be given to 
the American people as a whole; which should be presented 
to business organizations and business men throughout the 
country. Within the scope of the A. B. A. there lies some of 
the most valuable educational material in the world. Some 
of it we have already succeeded in distributing and the recep- 
tion accorded it proves its value. This information should 
reach the American public and can reach the public only 
through systematic effort carried over 365 days in the year. 

It has been suggested that a comprehensive advertising 
campaign, dealing with the fundamentals of banking and em- 
phasizing the mutual dependence of the banks and labor and 
industry, be carried on in 1922. This would be most desirable, 
as an offset to radical teachings whose advocates always turn 
their bat‘eries on the banks. 

We believe it is indeed time for the American Bankers 
Association to inaugurate such a campaign. We speak with 
the utmost conviction in urging your support and cooperation 
for it, as well as for the regular publicity campaign for next 
year. It is far from altruistic to urge this. Rather it is the 
part of selfishness—intelligent selfishness. In the last analysis 
a true public understanding of the banks and their practices is 
most desirable from every point of view. Breaking down 
ignorance and prejudice on the one hand, and the dissemination 
of constructive and intelligent information on the other, offers 
a field for the A. B. A. as great as any now before it. 

Guiding a democracy such as the United States along safe, 
conservative and proper lines is largely a matter of intelligent 
publicity. It can be aided greatly by scientifically establishing, 
gathering and disseminating A. B. A. literature and infor- 
mation. 

Many of our public institu’'ions have spent large sums in 
their attempts adequately to distribute material of the kind 
mentioned, and it is far from our thought that this representa- 
tive American Bankers Association can decide upon a policy 
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of smaller courage, less vision, or less effort, and fail to render 
a real educational and constructive service which has such 
practical value to the nation. 

Your Commission faces real responsibility in this situation. 
It feels that it has made a fair start during 1921 towards a 
great and important work, but it cannot appeal too strongly 
for a continuation of the support you have so generously ex- 
tended and for your approval of activities which mean the 
proper education of the American public on these vitally im- 
portant and fundamental matters. 


Mr. Sisson: Mr. Clark, in his absence, has sent his 
report, which is a brief one, in relation to the JourRNAL, and 
which I shall read as he has written it. 


Journal Report 


At the close of the last fiscal year, August 31, 1921, the 
JouRNAL OF THE AMERICAN BANKERS ASSOCIATION turned over 
to the treasurer of the Association $8,321, the balance of 
cash remaining on hand when the year’s books were closed. 
This sum, representing the net earnings of the JourNaL for 
a year, gives an indication of the value of your official pub- 
lication. It is the equivalent of a 6 per cent. income on 
$138,683. 

So, looking at your official publication from a purely re- 
munerative point of view, it is a tangible factor in computing 
the assets of the Association, without taking into considera- 
tion the very important and larger commercial consideration 
of good will. 

The value of the JourNAL is not, however, circumscribed 
by any fixed rule of appraisal. Its real value to the Asso- 
ciation, to its members individually and, in turn, to the banking 
fraternity as a whole, consists in the service which it renders 
as an intelligence conveying agency, as a means of giving to 
all members, opinions and information of value to those en- 
gaged in banking, and especially valuable in reflecting the 
power and influence of the Association. 

An official publication has a peculiar effect sometimes con- 
sciously and sometimes subconsciously upon the members of 
that Association. It is an assurance and constant reminder 
of the Association’s progressive existence, a means of keeping 
the Association sold to its members, a means of giving the 
Association membership special technical information that 
would not always be possible to convey if transmitted in 
other and fragmentary forms. 

That the JouRNAL OF THE AMERICAN BANKERS ASSOCIATION 
has always had a mission and has performed a real service 
is best indicated by the fact that it has steadily grown in 
circulation, in advertising patronage and in popularity, not- 
withstanding constant assaults which have been made upon 
it during recent years. In this connection, I am reminded of 
that old-fashioned saying—that you will always find most 
clubs in the tree which has the best apples. 

Upon making an examination of the circulation of the 
JouRNAL OF THE AMERICAN BANKERS ASSOCIATION, I find a 
very distinct surprise, for though the JourRNAL circulation is 
on a straight subscription basis (no member being obliged 
to subscribe for it), many banks have yearly subscriptions 
for two, three and six copies and one institution pays for 
forty-seven subscriptions. These many subscriptions in one 
bank indicate the service which the publication renders for 
those who use it. 

EpirortaL CONTENT 


I need not discuss with you the disadvantages which every- 
where apply to an official magazine. Chief among them is the 
request to publish in its entirety, or at a greater length than 
would prevail in private ownership, matter which in inde- 
pendent hands would not receive the same cordial treatment. 
There is, however, I am happy to report to you, practically 
no undue use of the JouRNAL in that direction. I have found 
that all with whom I have come in contact have been more 
concerned with having the JouRNAL conducted on its merits 
than in furthering personal ambitions. I have found also 
a very general appreciation of the honor and the value of 
being asked to contribute articles to the pages of the JouRNAL. 
In the conduct of the magazine it shall be my endeavor to 
Taise it above the limitations of an official organ. Indeed the 


segregation of departmental matter into pages assigned to the 
divisions and sections was a long step in that direction. The 
progress and the future of the JourNAL depends not upon 
mere reading matter which will look well typographically, 
but upon its maintaining its place as a vehicle of information 
actually useful to you and to your subordinates. 

The publication of articles and opinions by authorities on 
subjects of big business takes the publication out of what 
might be termed the technical class into one of general 
interest. 

Though it is the plan of the JourNAL not to pay for con- 
tributions, there are times when good business dictates that 
this rule shall be departed from. In this connection, I direct 
attention to articles which we recently published by Thomas 
Walker Page, head of the U. S. Tariff Commission, and 
Professor Robert M. Haig of Columbia University, each of 
whom was able to lay before the bankers in readable form 
expert information—the result of years of research. 

A necessary adjunct in these times of pictorial publication 
is illustration. Though the monetary returns from illustration 
are not always tangible, the value of illustrations are never- 
theless so well established that to maintain its place the 
JouRNAL really has no choice but to use appropriate engrav- 
ings in sufficient number to at least break the monotony of 
many pages of solid type and lead the reader into a perusal 
of the contents. The effect of the introduction of illustrated 
departmental heads which were made in the JouRNAL in the 
Spring has been most gratifying. They have greatly im- 
proved the appearance of the publication. 

A new feature of the JourNAL to appear next month will 
be a cover by Franklin Booth, one of New York’s leading 
artists. ‘ 


ADVERTISING 


That your publication will continue to have steadily in- 
creasing returns from advertising is suggested by the fact 
that during the slump of business the amount of advertising 
space sold has not decreased materially and on the other hand 
there have been months in which the records of the corre- 
sponding period last year have been superseded. We have 
just made arrangements whereby there is every expectation 
that during the forthcoming year, notwithstanding business 
depression, the advertising income may be increased 50 per 
cent. or even more. 

To build up the advertising income, quickly, it is both 
advisable and necessary that expenditures shall be made for 
promotion work. The situation is this: Here is a magazine 
going to 90 per cent. of all the bankers in the United States, 
possessing the largest financial circulation in the world. It 
has sufficient age, sufficient circulation and a most desirable 
audience, all the factors necessary to acquire a really large 
income from advertising. To get this larger income the 
JourRNAL must now sell itself to the advertising agencies— 
and to all who have advertising to place—by patiently and 
persistently setting forth its just claims for recognition. In 
other words as we believe in advertising we should—within 
certain limitations—advertise ourselves and through constant 
circularization of advertising agencies and others, as well as 
by personal work, impress all possible accounts with our 
merits. 

As there has been no provision in the past for the means 
with which to develop the advertising potentialities of the Jour- 
NAL, the amount of promotion work done has necessarily been 
extremely limited but the returns have been positive proof 
of its ultimate value. 

It is of course not the design of the JourNAL to compete 
with other publications in the financial field or elsewhere, 
but to retain its distinctive character as the official organ 
of the Association through which official communications and 
informative discussions will be made available to members, 
without entering the news field, either personal or general, 
local or national. It should be the purpose of the JouRNAL 
to increase both the volume and value of advertising in finan- 
cial publications, and hence to serve the whole publishing 
field. Its .activities should be in no sense competitive, but 
rather creative and purely individual in character. If proper 
support is given the JouRNAL in this effort, we believe it 
can render a very distinct service in the whole field, alike 
to bankers, advertisers and publishers. 
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The annual financial statement of the JouRNAL shows total 
receipts of $98,092.90, total disbursements of $89,771.87 and a 
cash balance of $8,321.03 returned to the Treasurer of the 
American Bankers Association. 

The net receipts from advertising for the fiscal year 
amounted to $5,218.90 more than last year and the amount 
received from the Association on account of membership 
subscriptions was $4,756 more than received during the pre- 
vious year, a total increase in receipts under these two heads 
of $11,104.66. Five items under the head of disbursements, 
compared with the same items for the previous year show 
differences as follows: 


1920 1921 Difference 
Paper $14,374.32 $27,548.12 $13,173.80 
Printing ............. 30,840.22 35,800.83 4,960.61 
Postage .............. 3,438.23 5,200.31 1,762.08 
Engraving ........... 837 .97 1,375.88 537.91 
Promotion ........... 440.47 440.47 


The increase in cost is due to several factors, chief among 
which is the publication of larger editions during the fiscal 
year ending August 31, 1921, than during the previous period. 
Other items adding to the increase have been incurred for 
the permanent improvement of the magazine such as drawings 
and engravings, promotion work, and a double-page illustrated 
insert in the August issue. 

It is, perhaps, but fair to note in this connection that the 
present editor has had control over the JourNAL for but a part 
of the period covering this report. 

As it stands at present the JourNAL has an excellent foun- 
dation upon which to build. It shall be my constant endeavor 
to add to the prestige and value of your publication, within 
such limitations as the Association by regulation and by 
tradition imposes. 

That the JourNAL development may be advanced by con- 
stantly increasing income I recommend that a small appro- 
priation, about $3,500, be made for promotion purposes, which 
if granted should yield very large returns. 

In conclusion, I wish to testify to the very cordial and 
sincere cooperation on the part of my associates in the Asso- 
ciation and the sympathetic and cordial cooperation of all 
outside with whom I have come in contact. 


Mr. Sisson: May I add, in closing, that I think the 
American Bankers Association has been blessed almost be- 
yond belief and reason in the election of its present President 
and in the prospective election of the presidents who are 
immediately to follow, in view of their very advanced and 


intelligent attitude towards this whole question of publicity, — 


which I believe today is one of the most important that the 
banking interests in the United States have. If we do not 
make ourselves understood by the American people, if we 
do not make the service we render intelligible service, under- 
standable service to the American people, if we do not make 
clear to the American people the economics upon which the 
banking business is based, and in relation to their own business 
and personal affairs, it is very certain that in such a democ- 
racy as we live in there will follow legislation, state and 
national, which may seriously interfere with the banking busi- 
ness as a whole, and with the economic progress of our 
country as a whole. And I feel that we are very much 
indebted to our retiring president for the economic study 
he has inaugurated in this country and which he has set 
forth in his very able address, and which should be analyzed 
by every banker, and which can but have’ a far reaching 
effect. If your Public Relations Commission is to continue 
in office after the start it has made, I am sure it will be its 
purpose to give wider and wider circulation to such matter, 
for the benefit of the American people, and finally for the 
benefit of the bankers themselves, and which will have its 
reflection upon the right side of our ledger in actual, practical 
results. 


And, following Mr. Drum, we have another blessing from 
the gods in the selection of Mr. McAdams, as I view the 
matter, as a possible leader—without attempting to predict 
too rapidly in the course of events—because he has so ably 
represented the banking interests of the United States. And 
his work will go farther and have more lasting results in 
the future. 

And, lastly, we are greatly indebted to Mr. Puelicher, 
for the splendid part he has played during the past year 
in his educational campaign. 

Now, gentlemen, that is what publicity is. Publicity does 
not consist of hot air promotion or in personal advertising. 
Publicity consists in the dissemination of facts, in its final 
analysis; and upon that fact we are willing to rest our case. 

And so your Public Relations Commission today only asks 
of you a financial support that will enable it, with the coopera- 
tion of the officers of the association, from whom these facts 
must necessarily, in the first instance, emanate, money enough 
and support enough and cooperation enough to enable it to 
lay before the American people the essential economic facts 
upon which sound business must be based, and upon which 
national progress only can be assured. (Applause.) 

PRESIDENT Drum: I am sure that the association will 
respond to the request made by Mr. Sisson, particularly in 
this trial year when such a splendid financial showing is 
being made. Let us expect that the promise of this year 
will be the fulfilment of next year and the years following. 

The next order of business is the report of the Committee 
on State Legislation, by Craig B. Hazlewood, who is the chair- 
man of that committee. He will present the report. I see 
he is not here, so we shall pass the report until tomorrow 
morning. 

That completes all the reports with the exception of those 
of the Treasurer, General Counsel and the Protective Com- 
mittee. Those reports have been printed. They will be 
distributed and will be filed, but will not be read at this con- 
vention. 

It is usual on the first day of the convention for the 
President to appoint a Committee Upon Resolutions. I have 
selected the following as the committee for this year: 

J. F. Sartori, Los Angeles, chairman; Charles A. Hinsch, 
Cincinnati; R. S. Hawes, St. Louis; Francis H. Sisson, New 
York; Charles de B. Claiborne,.New Orleans; Waldo New- 
comer, Baltimore; Walter Lichtenstein, Chicago; Oscar Wells, 
Birmingham, Alabama; A. E. Adams, Youngstown, Ohio; D. 
W. Twohy, Spokane, Washington; Rome C. Stephenson, 
South Bend, Indiana; Frank. B. Yetter, Davenport, Iowa; 
and J. W. Barton, Minneapolis. 

The committee will assemble in the Directors’ Room of 
the Security Trust & Savings Bank, opposite the Alexandria 
Hotel, at 3:30 o’clock this afternoon. The secretary will 
please notify the members. We have the following telegrams: 

One from Robert F. Maddox, ex-president of the Asso- 
ciation, who reports with great regret that Frank T. Hard- 
wick, of Dalton, Georgia, died yesterday. Mr. Hardwick 
was one of the organizers of this Association. Mr. Maddox 
states that Mr. Hardwick has probably attended more annual 
conventions than any member of the Association. I am 
going to refer that telegram to the Committee on Resolutions 
for appropriate action. 

We also have a telegram from J. H. Tregoe. Mr. Tre- 
goe is the secretary of the National Association of Credit Men. 
The telegram expresses its cordial greetings and sincere hopes 
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that this occasion will be of the happiest character and tend to 
the solution of our big problems, and adds, “May great suc- 
cess attend the meeting.” 

We also have a telegram extending greetings and best 
wishes for the best convention of the greatest Association in 
the world that says, “I regret exceedingly; first convention 
I have missed in eighteen years.” And it is signed, “Your 
Uncle, Peter W. Goebel.” (Applause.) 

There are certain communications which the Secretary will 
read: 

SECRETARY: In regard to transportation, those attending 
the convention from California, Oregon and Washington and 
holding certificates on account of transportation are requested 
to immediately present the same to the Transportation De- 
partment, in Registration Quarters, Assembly Roora, Alexan- 
dria Hotel. Unless 150 certificates are turned in no reduced 
fare for the round trip can be obtained. 

Delegates holding round trip tickets are reminded that 
they must be presented for validation at the ticket offices as 
indicated in the program, not more than twenty-four hours 
before departure of train. Pullman accommodations may be 
obtained from the same offices. 

Automobile trips: .A request from the Automobile Com- 
mittee is made that all cars taking the Wednesday afternoon, 
Wednesday night and Friday afternoon trips, approach the 
Grand Central Garage from 7th and Grand avenues and 
proceed north on Grand avenue to Fifth street. 

An additional welcome to the members of the Bankers 
Association is extended by the Old Colony Club, Alexandria 
Hotel, and the services of this club from 8 A. M. to 11 P. M. 
are available. 

Copies of the Survey may be had from the headquarters 
of the Association at the Alexandria Hotel, upon request, 
and also at the information booths located in the four head- 
quarters hotels. 

PRESIDENT DruM: May I ask, members of the convention, 
before we adjourn, that you endeavor to be at the convention 
hall as promptly as possible at 9:30 in the morning. We 
have a very full program, and you will cooperate by being 
prompt. If there is no further business before the conven- 
tion we will adjourn until 9 :30° o’clock tomorrow morning. 


Adjourned at 12:11 o’clock P.M 


Annual Report of the Executive Manager 
G. E. BOWERMAN 


President Drum’s economic survey, prepared in April, was 
an unusually interesting feature of the year’s work, and a 
valuable and timely contribution to current thought, as it 
presented to the public in a clear and understandable way 
the actual status of financial, commercial, industrial and agri- 
cultural conditions as they existed throughout the country. 

The general public interest taken in the survey was evi- 
denced by the unusual amount of publicity given, and the 
large number of requests which came to the office for copies. 

The educational campaign, inaugurated by the Committee 
on Public Education, of which Mr. John H. Puelicher is 
chairman, has attracted almost universal attention. 

The principal educational purpose of the campaign is to 
take the “mystery” out of banking, and to make clear the 
functions, necessities and usefulness of banks and banking, 
and to direct public thought into correct channels of think- 
ing, so far as the subject matter is concerned. 

It is, in fact, to be a plain tale of just what a bank is, 
what part it plays in the economic and community life 


of the country, the general plan of things commercial, 
and to show how necessary and useful it is to the individual. 

There is not only great need for educational work of this 
character, but it is a duty that we owe the people in the 
interest of better citizenship. 

Educators everywhere to whom the plan has been sub- 
mitted, unanimously agree that there is a decided need for 
more comprehensive instruction of this character than has 
ever before been given. 


DIvISIONS AND SECTIONS 


All Divisions and Sections of the Association have had 
an unusually busy year, and accomplished much for the dif- 
ferent classes of banking which they represent. 

They are working together in a spirit of harmony and 
— helpfulness, which has contributed to the success of 
each, 

A detail of their work for the past twelve months will be 
found in their several annual reports, which are in printed 
form and ready for distribution. 


FINANCIAL 


The financial transactions for the Association year are 
given in detail in the report of the Treasurer, and an item- 
ized account of the expenditures against each appropriation 
appears in printed form, accompanying this report. 


New SCHEDULE oF DUES 


As in all other business organizations, whether public or 
private, the past few years have shown an increased cost of 
maintenance and operation, and this Association is no excep- 
tion to the rule. Rents, supplies, salaries, printing and all 
items of general expense have unavoidably kept step with 
the trend of the times. As our activities multiplied and the 
field of our work broadened, in like proportion was the total 
amount of our annual cost increased. This is especially 
true of our Protective Department, through which we spent 
this year over $1 10,000 in investigating crimes against banks. 
This has resulted in the arrest since September 1, 1920, of 
607 criminal operators against banks. 

The report at the present time stands as follows: 


Total cases not disposed of prior to Sept. 1, 1920....... 161 

Total arrests since Sept. 1, 

Released, escaped, died and insane.......... -- 18 512 


The present wave of crime is something unprecedented in 
the criminal history of this country, and it seems as though 
the professionally criminal operations against banks is also 
something without precedent in our past history. 

We were confronted with a situation, the necessity of 
which required adjustment in the direction of increasing our 
income, as our only alternative is to discontinue some activity 
of the Association which, in my opinion, should not be seri- 
ously considered, as I believe quite to the contrary, we should 
intensify our efforts to give greater and better service to our 
members. 

For years the Association has taken the high moral stand 
that criminal operations of any character against banks should 
be investigated, and the perpetrator punished wherever and 
whenever possible, without regard to the amount involved, 
or the cost to the Association. 

To do less now would, in my opinion, be an acknowledg- 
ment of defeat, a lowering of our standard of service, offer 
encouragement to the criminal class and lessen, if not destroy, 
bo confidence of the members in our ability to be useful to 
them. 

I believe that in the stress of circumstances, such as the 
increase in crime confronted us with, that we should re-double 
our efforts not only to reassure our members. but make the 
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name of the American Bankers Association a terror to evil- 
doers. 

In addition to our desire to intensify the work of our 
Protective Department, there were other reasons which jus- 
tify the increase. For the past seventeen years the dues of 
members, having a capital and surplus of less than $100,000, 
have not been increased, but our services to members have 
been materially improved by the addition of many valuable 
features. In fact, some of those of greatest consequence or 
most beneficial to our members have been added since 1904, 
such as our Cipher Code, Legal Department, Journal of the 
Association, American Institute of Banking, State Secretaries 
Section, National Bank Division, Agricultural Commission 
and State Bank Division. 

Additional funds are also needed to carry on the work of 
the different Divisions and Sections. each one of which is 
specializing in some particular feature of banking for the 
benefit of the members of the Association. 

At the meeting of the Executive Council, held in May 
this year, the new schedule of dues was adopted, and notice 
of the same published in the May issue of the Journat of 
the Association, and again published in the August number. 


MEMBERSHIP 


When the new Executive Council convenes for organiza- 
tion after the adjournment of this Convention, it will com- 
prise 38 members in the one-year class, 45 in the two-vear 
class, 38 in the three-year class, 5 at large, and 24 ex-officio 
members, making 150 m-mbers, or an increase of 1 over last 
year owing to the increased membership in Missouri, the goal 
of 1,100 having been reached in that state. 

Analyzing the increase in membership by states, Missouri 
is first with 132 new members, a total of 1,104: Pennsylvania 
is second with 68 new members, a total of 1,230; Texas is 
third with 63 new members, a total of 1,048: New York is 
fourth with 51 new memhers, a total of 1.250: California is 
fifth with 47 new members, a total of 802; Ohio is sixth 
with 4] new members, a total of 864; Wisconsin is seventh 
with 34 new members, a total of 625; Kentucky is eighth 
with 33 new members, a total of 333; Oklahoma is ninth 
with 33 new members, a total of 996; Colorado is tenth with 
31 new members, a total of 362; then comes Virginia with 
30 new members, a total of 380; and Michigan with 29 new 
members, a total of 636. . 

Illinois again stands first in the membership of the Asso- 
ciation with 1,325; New York second with 1,250; Pennsyl- 
vania third with 1,230; Iowa fourth with 1.219; Missouri 
fifth with 1.104; Texas sixth with 1,048; Kansas seventh 
with 1,015; Oklahoma eighth with 996; Minnesota ninth 
with 933; Ohio tenth with 864; Nebraska eleventh with 823; 
California twelfth with 802. 

It is gratifying to report that in Oklahoma there is a 
100 per cent. membership. in the District of Columbia and 
Nevada there is only one non-member each and in Arizona 
and Delaware two non-members each. 

The increase in the membership of the Association 
through the efforts of various officials mentioned below, 
known to have been received through their efforts, for the 
fiscal year ending August 31, 1921 (10 and over) is as follows: 


Mr. H. Y. Lemon, Vice-President for Missouri, with the 
assistance of the officials of the Association in Missouri.103 
Mrs. C. E. Hearin, Vice-President for Kentucky.......... 21 
“ T. J. Hartman, member Executive Council from Okla- 
Mr. H. J. Haas, member Executive Council from Penn- 
Mr. W. B. Drake, Jr., Vice-President for North Carolina.. 14 
Mr. G. A. Kennedy, Chairman Committee on Membership, 
National Bank Division, 


The greatest individual achievement among the officials 
assisting in the membership campaign for the year belongs to 
Mr. HH. Y. Lemon, Vice-President for Missouri. Mr. Lemon 
manifested a real interest in the up-building of the member- 
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ship in Missouri, spending much time in reaching the desired 
goal of 1,100 members by August 31, thereby entitling his 
state to an additional representation on the Executive Council. 

Following is a summary of the membership gains for the 
year: 


Erased from the roll through failure, liquidation, con- 
August 31, 1921, new members joined during the 
Regained members (secured from the above)..1,034 2,396 
August 31, 1921, 23,632 
A net increase for the fiscal year............00. 960 
A net loss for the year in failures, consolidations, 
A net loss for the year in delinquents............ 233 402 
Making the actual gain in new members..... ae 1,362 
DELINQUENTS 
Year Membership Delinquent Per cent. 
1916-17 16,016 171 .0106 
1917-18 17,328 144 .0083 
1918-19 19,043 165 .0086 
1919-20 20,214 177 .0087 
1920-21 22,672 233 .0103 


Losses BY CONSOLIDATIONS, FatLures, LiguipaTions, Etc, 


1917-18....... 132 
128 
169 


That membership is valued is evidenced by the fact that 
the proportion of delinquents compared to the total member- 
ship is indeed very small. 

The aggregate resources of our membership are estimated 
at $35.302,000,000. 

The membership and receipts from dues of the Association 
have increased as follows: 


Year Ending Paid Membership Annual Dues 
September 1, 1875.............. 1,600 $11,606.00 
September 1, 1885.............. 1,395 10,940.00 
September 1, 1895.............. 1,570 12,975.00 
August 31, 1905 7,677 109,526.00 
Sl, 8,383 127,750.00 
August 31, 1908................ 9,803 150.795 .00 
WOOD... 10,682 162,507 .00 
August: 31, 1910. 11,405 175,352.00 
1912 13,323 198.530.00 
Angst: 1994... 14,720 229,324.48 
Assist 14, 15,010 233,915.00 
31, 16,016 245.651 .00 
31; 17,328 264,529.17 
31, 19,043 302.705 .00 
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Membership by States, August 31, 1921 


STATE OR TERRITORY 


Nevada: 
New Ham 


New 


North Dakota................. 


Oregon... 


Rhode 


Virginia. . 


TERRITORIES, ETC., AND 
ForEIGN COUNTRIES 


Philippine 


PORG 


7,099 


OF WOW 


7,112 


State Private 


113 
68 


11,537 


4 
11,731 


PIP 


20 


| 


902 


oonor 


939 


State 


A. I. B. 


Co’s Banks Sec’y Chaps. 


Trust Sav. 
28 8 
26 1 
34 1 
58 98 
20 13 
53 62 
24 2 

4 28 
20 4 
21 17 

9 4 

126 46 
95 
58 476 

7 
37 8 
48 7 
55 25 
20 33 
85 138 
12 204 
10 6 
28 9 
72 45 
15 0 
1l 3 

3 0 

7 17 

110 20 
1l 

121 101 
77 12 

5 
80 149 
15 
14 7 

250 32 
20 9 
16 22 

8 20 
76 12 
78 2 

7 12 
27 14 
23 14 
19 9 
24 5 
13 22 

€ 0 


1,987 1,740 


2,000 1,740 


1 


49 


50 


60 


60 
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Number No. of Total ree 
Members Members’ Banks Membership 


233 153 386 60 
114 2 116 98 
355 150 505 70 
802 128 930 86 
362 52 aid 87 
206 30 236 88 
59 2 61 97 
55 1 56 98 
252 30 282 90 
448 340 788 57 
220 9 96 
1,325 630 1,955 68 
5 514 1,097 53 
1,219 725 1,944 63 
1,015 390 72 
333 275 608 55 
270 78 348 78 
145 45 190 76 
235 111 346 68 
445 102 547 81 
636 398 1,034 62 
933 623 1,556 60 
325 43 368 88 
1,104 603 1,707 65 
411 26 437 94 
823 415 1,238 66 
36 3 97 

76 51 127 60 
376 44 420 90 
120 12 132 91 
1,250 187 =: 11,437 87 
403 255 61 
521 371 892 58 
864 378 =: 1,242 70 
996 0 996 100 
270 24 294 92 
1,230 381 76 
5 11 83 
288 206 494 58 
537 174 711 76 
340 271 611 56 
1,048 728 =: 1,776 59 
1 9 137 93 
85 23 108 79 
380 179 559 68 
402 29 431 93 
286 67 353 81 
625 380 =: 1,005 62 
152 15 167 91 
23,374 9,671 33,045 71 


of Non- No.of of A. 


CO 


— 
Nat'l 
125 196 
District of Columbia........... 14 4 
52 171 
90 66 24 
179 14 27 
38 253 1 
126 838 |_| 
Montesa, 255 
208 601 
i 11 21 
2 
4 210 31 
1 46 56 
i 497 373 
North Carolina................ 73 239 
thy 149 362 
| 
19 2 
South Carolina... 54 194 
468 
192 | 
i 109 144 
Wisconsin 1857 448 
= 
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MEMBERSHIP BY YEARS 


Gross Loss by Net Loss by 
Failures, Failures, 

Merger, Delin- Merger, Delin- Gross Net 
Year Membership quents, etc. quents, etc. Gain Gain 
1897 2,819 371 Siena 982 611 
1898 3,424 248 er 783 535 
1899 3,915 211 ass 741 530 
1900 4,500 234 ios 819 585 
1901 5,504 200 ieee 1,313 1,113 
1902 6,354 186 re 1,159 973 
1903 7,065 313 re 1,139 826 
1904 7,563 500 seers 1,120 620 
1905 7,677 1,038 er 1,152 114 
1906 8,383 337 ears 1,043 706 
1907 9,251 434 sates 1,302 868 
1908 9,803 691 sas 1,243 552 
1909 10,682 760 374 1,639 879 
1910 11,405 781 298 1,504 723 
1911 12,072 1,304 405 1,971 667 
1912 13,323 790 330 2,041 1,251 
1913 14,100 744 359 1,521 777 
1914 14,720 894 384 1,514 620 
1915 15,010 924 434 1,214 290 
1916 16,016 883 416 1,889 1,006 
1917 17,328 876 308 2,188 1,312 
1918 19,043 1,023 276 2,738 1,715 
1919 20,214 1,105 293 2,276 1,171 
1920 22,672 1,801 372 4,259 2,458 
1921 23,632 1,436 402 2,396 960 


Report of General Counsel 
THOMAS B. PATON 


This report must, of necessity, be general in its nature, for 
it would be impracticable to give in any degree of detail the 
variety of work done and results accomplished for the Asso- 
ciation, its Divisions, Sections, Commissions, Committees and 
Members. 


FEDERAL LEGISLATION 


Taking up first the important subject of Federal legisla- 
tion, all bills introduced in Congress affecting banks are 
received at the office of General Counsel, examined and 
digested and, from time to time, such digests are published 
for the information and use of the committees of the Asso- 
ciation having to do with Federal legislation. Particular bills 
are brought to the attention of the appropriate officers or 
committees and the policy of the Association being determined 
by referendum vote or at 4 general meeting, they are favored 
or opposed, as the case may be, through our Committee on 
Federal Legislation, Federal Legislative Council and allied 
cooperative committees. The report of the Committee on 
Federal Legislation will show in detail the bills favored or 
opposed by the Association and the general progress of Fed- 
eral legislation aftecting banks. Certain matters of [Federal 
legislation, however, in which the General Counsel partici- 
pated, will be briefly referred to. 


Tax oN BANK Deposits 


On December 17, 1920, Representative Treadway, of 
Massachusetts, introduced a bill (H.R. 15,188) 66th Congress, 
providing a tax of one-quarter of one per cent. on’ bank 
deposits, to be charged by the bank to the depositor. This bill 
caused considerable alarm, as it was apparently being seriously 
urged and the House Ways and Means Committee set Wed- 
nesday, January 5, for a hearing upon the measure. There 


was prompt communication with the members of the Com- 
mittee on Federal Legislation and the various clearing houses 
of the country, and a protest was filed by the Committee on 
Federal Legislation in the name of the Association and also 
a large number of clearing houses independently wired, stating 
their objections. At the hearing on January 5 the bill was 
opposed by your General Counsel and also by ex-Congressman 


Burke, representing the Pittsburgh Clearing House, and by 
Mr. F. W. Treadway, Counsel of the Cleveland Clearing 
House Association. An argument in its favor was made by 
Mr. Henry B. Sawyer, of Boston. At the conclusion of the 
hearing it was quite evident that the members of the Ways 
and Means Committee intended to table the measure, which 
subsequently proved to be the case. 


Savincs DEPARTMENTS OF NATIONAL BANKS 


At the request of President H. H. McKee of the National 
Bank Division, General Counsel represented the Association 
in conjunction with Mr. George O. Walson and Mr. McKee 
of Washington, D. C., at a hearing before the Senate Banking 
and Currency Committee on January 21, upon Senator Calder’s 
bill S. 4721, providing for the establishment of savings depart- 
ments of national banks and the segregation and special in- 
vestment of capital and assets. Many objectionable features 
of the bill were pointed out, and it was shown that Senator 
Calder’s underlying purpose, "which was to relieve the housing 
shortage, could be more readily accomplished by a simple 
amendment to Section 24 of the Federal Reserve Act, en- 
larging the powers of national banks to loan on real estate. 
The bill was not reported in the 66th Congress, but a similar 

bill has been introduced in the present Congress (S. 1836; 
H.R.176) and is resting in the files of the respective Com- 
mittees on Banking and Currency in both Houses. 


REVENUE LAw AMENDMENTS 


While the new revenue bill was in course of framing, 
General Counsel, through the cooperation of Mr. Edgar E 
Mountjoy, Washington representative of the Association, ar- 
ranged for and participated in a hearing before Treasury 
Department experts on July 7 at Washington, granted to 
representatives of bank and trust company interests, at which 
certain changes in the law were advocated. The subjects 
presented were: 


1. Advocacy of an exemption from taxation of interest 
on. bank deposits of non-resident aliens. This exemption is 
contained in the bill (H.R. 8245) as passed by the House of 
Representatives August 20, 1921. (It has just been reported 
from Washington that the Senate Finance Committee has 
agreed to this amendment.) 


2. Deduction of taxes paid by banks which are assessed 
against shareholders. Subject presented by Theodore S. Cady 
of Kansas City. This amendment was not included in the 
Revenue bill and efforts therefor are being continued. (As 
this report is being printed, advice has been received from 
Washington that the Senate Finance Committee has added an 
amendment which permits banks to deduct taxes imposed on 
shares of stockholders but prohibits stockholders from taking 
these deductions also.) 


3. Deduction as losses of shrinkage in value of securities 
charged off by departmental order. Subject presented by 
General Counsel. Not contained in Revenue bill except in 
so far as may be covered by new provision allowing addition 
to a reserve for, or partial charge-off of, bad debts. 


4. Extension of provision for deduction of worthless debts 
to include partial write-off of worthless debts. Subject pre- 
sented by Mr. Morris F. Frey, Assistant Treasurer of the 
Guaranty Trust Company, New York. This has been included 
in the new Revenue bill. 


5. Exemption from income tax of community chests and 
deduction of contributions or gifts to charitable corporations 
or to corporation or other trustees for charitable purposes. 
Subject presented by Mr. William Greenough, Counsel for 
New York Community Trust. This is contained in the new 
Revenue bill, except that it is not made clear that a gift to a 
trustee for charitable purposes where the trustee is not a 
charitable organization can be deducted. 


6. Opposition to certain provisions of the Longworth bill 
(H.R. 215) proposed to be included in the new Revenue bill, 
providing the basis for ascertaining gain or loss in the case of 
property acquired by gift, under which the cost to the donor 
of every gift would have to be determined by the donee when 


—" 
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he disposed of it. It was urged that these provisions would 
kill. the business of voluntary trusts. The provisions of the 
present Revenue law as to the disposition of goods were 
favored. Subject presented by J. N. Babcock, Vice-President, 
and Franklin Carter, Jr., Attorney for Equitable Trust Com- 
pany, New York, and by M. R. Dickey, Tax Consultant, The 
Cleveland Trust Company, Cleveland, Ohio. The objection- 
able provisions are in the new Revenue bill. 


7. Limitation of time of liability of fiduciaries under In- 
come and Estates Tax. To guard against possible liability of 
an executor after an estate is settled and distributed and an 
amended return called for, an amendment was requested that 
the amount of tax upon any income received during life- 
time of a person who dies before final determination of his 
liability thereon, shall be determined and assessed by the com- 
missioner within one year after request in writing. Subject 
presented by Raymond H. Trott, Assistant Trust Officer, 
Rhode Island Hospital Trust Company, Providence. This 
provision is included in the new Revenue bill; also a further 
recommendation relieving an executor from personal liability 
for estates tax one year after application for determination of 
the amount of tax. 


8. Judicial settlement of Estates Tax. H.R. 5361 Mc- 
Fadden Bill, requiring executor to file return within one year 
after qualification and within ninety days thereafter commis- 
sioner must either notify of approval or of objections and 
amendments and if the parties cannot agree the matter of 
valuation to be submitted to the district court for final ad- 
justment. The bill is aimed to prevent delay in fixing valua- 
tion and also to protect estate against arbitrary and unjust 
values where amount involved not large enough to appeal to 
ordinary procedure of courts. Subject presented by Mr. C. T. 
Durant, Attorney Hartford-Connecticut Trust Company. Not 
contained in new Revenue bill. 

The new Revenue bill as passed by the House contains an 
exemption of $500 of income of building and loan associa- 
tions. This is objected to by the Savings Bank Division as 
discriminatory against savings banks and will be opposed. (The 
latest advice from Washington is that this exemption has been 
stricken from the bill by the Senate Committee on Finance.) 


FEDERAL REGULATION OF FRAUDULENT SECURITIES 


‘Qur Association is vitally interested in this subject and 
has been cooperating with the Investment Bankers Association 
in the procuring of Federal legislation which will adequately 
regulate the subject. Two bills are now pending in Congress 
which provide different methods of regulation, the Denison 
bill (H.R. 7215) and the Volstead bill (H.R. 7868). The 
office of General Counsel has been employed in circulating 
propaganda opposing the Denison bill and favoring the Vol- 
stead bill. The Denison bill would compel every corporation 
issuing stock and every borrower issuing bonds as well as all 
offerers of securities to secure the advance approval of such 
issues in each ‘and every state where the offering is made 
through the public press, through periodicals of country-wide 
circulation or through the mail, telegraph or telephone going 
into those states which have Blue Sky laws. This would be 
absolutely impracticable and prove very harmful to legitimate 
business. The Volstead bill, on the other hand, which is 
favored, is intended to curb the sale and offering of fraudu- 
lent securities through the agencies of special committees in 
each Federal reserve bank district. It is the purpose of this 
bill to have these committees so organized that as soon as the 
offering of a fraudulent security comes to their attention 
they will inform the Federal department of justice so that the 
legal machinery may be set in motion, not only to stop the 
further offering of such securities, but to punish the offender 
if he continues to offer them. The bill does not interfere with 
any state Blue Sky law, but will supplement such laws. 


STATE TAXATION OF NATIONAL BANKS 


On June 6 the Supreme Court of the United States handed 
down a decision in the case of Merchants National Bank of 
Richmond vs. City of Richmond, holding in effect that the 
provision of Section 5219 U. S. Revised Statutes which pro- 
hibits the states from taxing national bank shares “at a 


greater rate than is assessed upon other moneyed capital in 
the hands of individual citizens of such state,” is violated 
where investments in bonds, notes and other evidences of 
indebtedness in the hands of individuals or others which may 
come into competition with national banks in the loan market 
are taxed at a greater rate than national bank shares. In 
view of the fact that many states tax ordinary intangibles at 
a lower rate than bank shares, the effect of the decision will 
be to cause a readjustment of many state tax systems and 
questions will also arise in states which have income tax laws 
as to how the decision will affect the tax systems in such 
states. 

The decision of the Supreme Court has been followed by 
the introduction in Congress of a bill by Senator Nelson 
(S. 2200; also companion bill in the House by Mr. Volstead 
H.R. 8015) amending Section 5219 so as to provide that the 
taxation “shall not be at a greater rate than is assessed upon 
other moneyed capital used in banking.” In other words, 
the bill aims to confine the anti-discrimination provision to 
other moneyed capital “used in banking.” Doubtless at the 
present Convention some decision will be reached as to the 
attitude of the Association with regard to the Nelson bill, 
the purpose of which is to modify the national law so as to 
bring it into conformity with present state tax systems rather 
than permit the national statute, as now interpreted, to operate 
which would force some of the states to change their tax 
systems to square with the national law. Our Association is 
already on record as favoring an amendment of Section 5219 
so that state taxation of national bank shares shall not be at 
a greater rate than upon other moneyed capital in the hands 
of individual citizens “whether competing or not” and it is a 
serious question whether the protective barriers of the na- 
tional statute should be let down so as to allow the states to 
tax national banks at any rate they please, provided only state 
banks are put in the same boat. 


EQUALITY OF REDISCOUNT PRIVILEGES 


The State Bank Division at its meeting in Washington 
recommended that the Federal Reserve Board be petitioned 
to urge a change in the law to correct the inequality by which 
state bank members were deprived of the privilege enjoyed 
by national banks of rediscounting paper of customers who 
may Owe more than ten per cent. The present law provides 
(sec. 9 F.R.Act) “that no Federal reserve bank shall be per- 
mitted to discount for any state bank or trust company notes 

for any one borrower who is liable for borrowed 
money to such state bank or trust company in an amount 
greater than ten per cent. of the capital and surplus of such 
state bank or trust company. . . .” This has been con- 
strued to mean that if the regular line of credit of the bor- 
rower from a member state bank is more than ten per cent., 
the Federal reserve bank cannot rediscount any of that line 
of credit. 

Correspondence was had with the Federal Reserve Board 
and bills were introduced in Senate and House in the 66th 
Congress, with the approval of the Board, to place state bank 
members on the same footing as national bank members with 
reference to rediscounts. The desired legislation was not 
secured in the 66th Congress but it has been reintroduced in 
the present Congress. Senator McLean’s bill (S. 831) to 
correct the paragraph of Section 9 referred to has already 
passed the Senate (June 27) and is now in the House Com- 
mittee on Banking and Currency. 

Bills have also been introduced by Mr. Christopherson of 
South Dakota (H.R. 242) and by Senator Ransdell of 
Louisiana (S. 1463), in different phraseology, but having the 
same end in view. 


ROBBERY OF FEDERAL RESERVE AND MEMBER BANKS 


Special efforts were made before the close of the 66th 
Congress to secure the passage of the Gore bill (S. 2903) 
which made robbery of a Federal reserve bank or member 
bank a felony. This bill was favorably reported to the Senate 
in May, 1920, from the Committee on Judiciary. General 
Counsel sought to enlist the co-operation of the secret service 
department of the Government and also to have the bill given 
a preferred place on the Senate calendar. The bill, however, 
died with the close of the 66th Congress. The time is not 
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propitious for the successful urging of this measure in the 
present Congress; but efforts will be continued when the 
proper time arrives. 


TuHrouGH Export oF LADING 


General Counsel participated in a hearing on November 
14, 15 and 16 before Commissioner Woolley of the Interstate 
Commerce Commission at Washington, attended by repre- 
sentatives of rail and ocean carriers, the general purpose being 
to reach an agreement upon the form of through export Bill 
of Lading to be prescribed by the Interstate Commerce Com- 
mission for issuance by railroad carriers in connection with 
common carriers by water in foreign commerce whose vessels 
are registered under the laws of the United States. The main 
object of participation in behalf of the banking interests 
was to urge that a separate form be provided for order Bills 
of Lading, as distinguished from straight bills of lading so 
that the negotiable quality of these important documents be 
preserved. General agreement was reached that there should 
be an order as well as a straight through export Bill of 
Lading. 


CALL FoR PUBLICATION OF BANK SALARIES 


For the first time in the 58 years’ history of the National 
Banking System the Comptroller of the Currency, on 
February 24, shortly before his retirement from office, issued 
a call for reports of condition of national banks which in- 


cluded in the blank form of statement for report and publi- 


cation, items showing the aggregate amount of salaries paid 
to officers and employees. General objection was immediately 
voiced to the publication of this information, and President 
McKee of the National Bank Division officially protested to 
the Comptroller and also called upon General Counsel for an 
opinion as to the power of the Comptroller of the Currency 
to force the reporting banks to publish this confidential in- 
formation. An opinion was promptly rendered in which the 
conclusion was reached that a statement of salaries paid did 
not come within the spirit or meaning of the law, not being 
a statement of the banks’ resources or liabilities and that the 
Comptroller had exceeded his authority in making the require- 
ment that the banks should publish this confidential informa- 
tion (see JourNaL April, 1921, p. 676). This opinion was 
given wide publicity and a large number of national banks did 
not publish the information. The matter has not since been 
pressed by the Comptroller’s office. 


STATE LEGISLATION 


Working under the auspices of the Committee on State 
Legislation and the State Legislative Council, General Counsel 
has been active in the promotion in the legislatures of over 
forty states, through state association channels, of legislation 
recommended by the American Bankers Association. The 
necessary literature was issued in due season and 35 sep- 
arate enactments of recommended measures have been newly 
enacted by state legislatures this year. The report of the 
Committee on State Legislation will contain full information 
on this important subject. 


PERSONAL UsE oF FipuctAry CHECKS 


Progress is slow towards the recommendation of a form 
of statute which would adequately protect banks in receiving 
on deposit and making payment of checks drawn or indorsed 
by officers of corporations or other fiduciaries to their per- 
sonal order or for their personal uses. It is the desire of the 
American Bankers Association to cooperate on this subject 
with the Commissioners on Uniform State Laws and that a 
form of statute be drafted which will have the approval of 
the Commissioners. 

Supplementing what is contained on this subject in the 
last annual report, General Counsel on February 25, 1921, 
attended a meeting of the Committee on Commercial Law of 
Commissioners on Uniform State Laws at the New York Bar 
Association at which was given an all-day consideration to a 
draft of “fiduciary’s act” prepared by Professor Austin 
Wakeman Scott of Harvard, who had been retained by the 
Commissioners for the purpose. This draft covers not only 


the personal use of fiduciary checks but also transfers of cor- 
porate securities by fiduciaries and aims to provide a com- 


prehensive regulation of the entire subject. At this meeting 
certain amendments were suggested and the draft was recom- 
mitted to the Committee for presentation at the annual con- 
ference of the Commissioners in August. It had been the 
earnest hope that the Conference would approve the draft 
but at the annual conference in St. Louis recently held, the 
proposed “fiduciary’s act” was gone over, section by section, 
and then recommitted to the Committee on Commercial Law 
to be redrafted by Professor Scott, and it will come up again 
next year. 


Dicest or A. B. A. RESOLUTIONS 


At the meeting of the Executive Council held last May it 
was suggested that it would be well to have a digest made 
of the resolutions heretofore adopted by the Association, 
striking out the ones that are temporary in their nature and 
keeping those that are permanent in character. A committee 
was appointed to collaborate with the General Counsel to 
this end. 

It appears that all resolutions of the General Convention 
and of the Executive Council from the inception of the Asso- 
ciation in 1875 down to and including the year 1912, both of 

a permanent and temporary nature, have heretofore been em- 
bodied in typewritten form, chronologically, in a bound book 
which is filed in the Secretary's office. In view of this Gen- 
eral Counsel has had prepared, under his supervision, an 


_outline or resumé of the resolutions adopted at the annual 


sessions of the Convention 1913-1920 inclusive, and, as no 
meeting of the committee has yet been held, it is deemed 
desirable, before any further work is undertaken, that there 
be a meeting of the committee on this subject, at which the 
data in hand may be given full consideration and decision 
reached as to the best form of a digest of such resolutions, 
whether it should be classified as to subject or chronological, 
as well as to reach a determination as to just what matter 
is obsolete and should be eliminated (or possibly listed as 
such for sake of completeness) and further as to the inclu- 
— of resolutions adopted by the Executive Council since 
1912. 


Dicest oF STATE BANKING STATUTES 


Pursuant to a suggestion made at Pinehurst, work has 
been started under the supervision of the General Counsel 
of making a complete digest of state banking statutes, classi- 
fied as to subject. The work as it has thus far progressed 
has consisted in going through the statutes of different states 
alphabetically—and this has already been done in 18 states 
from Alabama to Michigan—beginning with the latest session 
laws and working back to and through the revised or com- 
piled statutes in each state and taking out and listing all those 
subjects which affect bankers, directly or indirectly. When 
this preliminary work is completed, there will be in hand a 
complete index of all banking subjects of statutory enactment 
in all the states, which will be susceptible of classification, 
comparison and amplification in digest form. Such work will 
necessarily take much time and involve considerable labor, 
but when completed and kept up by annotations from year to 
year, it will prove of immeasurable value to all those who de- 
sire information as to what states have, and what have not, 
statutes on any particular banking subject and the detailed 
provisions of such statutes where they differ. 


Recent DECcIsIons 


In each issue of the JourNAL are published the recent 
decisions of the Supreme Court of the United States and of 
the highest state courts which are of especial interest to banks. 
All decisions of the courts on all subjects are reported in 

weekly advance sheets, which are examined, and those affect- 
ing banks, either directly or indirectly, averaging about sixty 
per month are digested, and from these selection is made of 
those which are deemed of the greatest importance and _in- 
terest to banks. These are published in digest form. This 
digest enables the banker to keep abreast of the current 
judicial law on banking subjects, as developed by the courts 
a to avoid many legal pitfalls. Since July, 1920, when this 
adjunct to the JourRNAL was instituted by Assistant General 
Counsel Paton, Jr., there have appeared one hundred and 
sixty-six recent decisions and it is the ambition of the Legal 
Department to so conduct this work that no important deci- 
sion is overlooked. 
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INSURANCE AND PROTECTIVE WorK 


General Counsel is constantly engaged in rendering legal 
advice and assistance to the Insurance and Protective Com- 
mittees of the Association in matters which are constantly 
coming up embracing, in the insurance branch of the work, 
the interpretation of policies and the consideration of drafts 
of amended forms and riders, to be approved by the Com- 
mittee; and in the protective branch of the work, the giving 
of legal advice as to criminal statutes and methods of pro- 
cedure. 


LEGAL OPINIONS 


The opinion work for members of the Association is con- 
stantly increasing. This is a class of work which is performed 
distinctively for the individual member and during the last 
year over one thousand individual members have been served 
in this way. It is believed that a larger proportion of mem- 
bers are thus served individually, and gto their advantage, 
than is the case with any other single agency in the Asso- 
ciation and it is desired to emphasize the fact that this 
opinion work absorbs a larger proportion of the time of 
General Counsel and his assistants than all other branches 
of legal activity in the General Counsel’s office. 


DIGEST OF LEGAL OPINIONS 


Service.—Under the head of legal service to members, it 
oe. pleasure to state that the book, the “Digest of Legal 
Opinions,” is becoming increasingly popular. The earlier 
1919-1920 editions (16,000 of which were printed) having 
been exhausted—the new 1921 Complete Edition has been 
substituted. This is a book which has been prepared by 
Assistant Counsel Paton, Jr., of 760 pages and contains every 
opinion of importance since the year 1908, whether published 
or unpublished in the JourNAL. 

Assistant Counsel Paton, Jr., who has taken the initiative 
in all of this work, has given all of his enthusiasm in giving 
to this publication, as well as to the American Bankers Asso- 
ciation, widest publicity among bankers, lawyers and _ busi- 
ness men, and is now working on a plan whereby every 
banker in the United States, as well as a large number of 
lawyers and business men, will be certain of receiving a copy 
for his library. As this report goes to press, 12,000 orders 
have been received. Of this number, 9,000 have been the 
result of the first solicitation by circular and orders are fast 
piling up as a result of a second letter. It is worthy of note 
that over 2,000 lawyers have already subscribed, and, from 
present indications, there will be several thousand business 
men and American Institute of‘ Banking clerks on the sub- 
scribers’ list. 

The Legal Department has for some time felt convinced 
that its service to members is increased a thousand fold by 
a publication such as this. In addition to rendering legal 
advice to the individual, each reader is now enabled to gain 
by the experience of others, and has his questions answered 
in advance. 

Prorits.—Fifteen thousand copies of the new 1921 Com- 
plete Edition have been printed and are in process of delivery 
at this writing, returns for which are just beginning to come 
in. Each is sold at $5. It is estimated that this price will 
permit a $2 profit per copy. Based on our experience of last 
year, in which the sale of the book at $2.50 gave us a profit 
of $11,696.94, there is every indication that a net profit of 
$30,000 will be realized on the present issue. Another reprint 
of 15,000 additional copies is contemplated. 


Dated September 14, 1921. 


Report of Protective Committee and 
Protective Depa tment 


During the twelve months (Sept. 1, 1920, to August 31, 
1921) which is covered by this report, your Committee and 
Department have been very active owing to the increase 
in crime and from all indications we look for a continuance 
of this crime wave this coming winter. Your Committee 
feels that they have been able to cope with the situation 
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so far and will continue their vigorous policy and eventually 
this epidemic will be overcome. 


ARRESTS 


For the period from September 1, 1920, up to and includ- 
ing August 31, 1921, we beg to report as to the operations 
against criminals, as follows: 

Total cases not disposed of, arrested prior to September 


Total arrests since September 1, 1920.................., 607 
768 

Released, escaped, died and insane................ 169 512 


BURGLARIES AND ATTEMPTED BuRGLARIES 


Since September 1, 1920, up to and including August 31, 
1921, there have been burglaries and attempted burglaries 
on members, and similar crimes on non-members, as follows: 


Members Non-Members 
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In the following states no burglaries or attempted bur- 
glaries have been committeed: Alabama, Arizona, Connecti- 
cut, Delaware, District of Columbia, Maine, Massachusetts 
Nevada, New Hampshire, Rhode Island, South Dakota, Ver- 
mont, Wyoming. 

Of the attacks on members, 166 were successful burglaries 
and 74 unsuccessful burglaries. 

Of the attacks on non-members, 54 were successful bur- 
glaries and 25 unsuccessful burglaries. 

The loss sustained by members in connection with bur- 
glaries was $239,087.95, while the loss sustained by non- 
members amounted to $48,658.60. 

The following figures are given for your information of 
reported burglaries and attempted burglaries, on banks, since 
= inauguration of the Protective Features, such as are 

nown : 
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Non-members ......... 1969 Loss $3,811,312.88 CorRESPONDENCE 
Members 1051 Loss 737,846.77 During the past year from September 1, 1920, to August 
Difference ........... 918 $3,073,466.1) 31, 1921, the Protective Department has received 34,546 reports 
and other communications from our detective agents, The 
Hotp-ups . Department has also received 1,757 letters and telegrams, 
Members Non-Members written 2,749 letters and telegrams, These figures do not 
Alabama .............+.+-.000- 1 include circular letters and similar communications. 
Arkansas 4 Orrices or Derecrive AcEnts 
California ............. 2 1 
1 The William J. Burns International Detective Agency, 
District of Columbia .......... 1 Inc., now has 30 offices and special a in this 
1 country, three in Canada and one in England. 

Georgia 1 1 William J. Burns, who has recently taken office as head of 
LC Ca 3 2 the Bureau of Identification of the Department of Justice at 
Washington, has for twelve years performed, through the 
2 2 William J. Burns International Detective Agency, Inc., the 
1 protective work of the American Bankers Association. Though 
8 3 his appointment as g@ead of the Investigation Bureau neces- 
1 sitated severing his connection with the Burns Agency, the 
Maryland ..3...cescccccseseess 3 protective work of this Association will not be decreased in 
Massachusetts ................. 1 1 efficiency, but will be continued as established by the agency 
Michigan .....000.cscsecesseses 5 8 now conducted by Mr. Burns’s two sons, Raymond J. Burns, 
Minnesota 2. ...csccsvsecssscs 1 president, and W. Sherman Burns, secretary and treasurer. 
Mississippi .............-.-0.55 3 1 The appointment of Mr. Burns, Sr., has a special significance 
Missouri ...........00ee eee eens 3 4 to the banking world because he will organize immediately a 
Montana 1 central bureau of investigation where the records of all dan- 
New York ...............0006 1 1 gerous criminals will be assembled for the information of 
North Dakota ................. 1 the police forces of the country, as well as for the use of 
QRIO  .occscccscsecsssccccsssecs 8 3 government operators. The coordination of government efforts 
15 and the making available information for all engaged in the 
Pennsylvania ...............45. 4 3 prevention and detection of crime should add to the pro- 
South Dakota ................. 4 1 tection of the banking class. The prevention and the sup- 
Tennessee ........-...0e. eens 2 pression of crime rather than merely detection of offenders 
LO. ee eee 3 4 after the commission of crimes is the principal factor in Mr. 
Ue 2 Burns’s plans for the reorganization of the office to which he 
6 3 has been called by the Administration. 

97 39 The Protective Committee have made a detailed state- 


In the following states no hold-ups have been committed: 
Connecticut, Delaware, Kentucky, Maine, Nebraska, Nevada, 
New Hampshire, New Jersey, New Mexico, North Carolina, 
Oregon, Rhode Island, South Carolina, Vermont, Virginia, 
West Virginia. 

There have been 97 hold-ups on members with a loss of 
$656,290.21. 

During the same period there have been 39 hold-ups on 
non-members with a loss of $280,462.62. 

Our members, as a rule, report all attacks on them, also 
the exact loss sustained; while, on the other hand, non-mem- 
bers rarely report attacks on them, or the loss, with the 
result that we do not obtain a record of some of these 
attacks or losses. 

It will be noted that there have been more attacks by 
burglary, attempted burglary and hold-ups on members than 
on non-members during the past year, but it must be taken 
into consideration that the Association has 23,632 members 
and there are only 9,611 non-members. 

During the twelve months covered by this report, Sep- 
tember 1, 1920, to August 31, 1921, we have referred to our 
detective agents, The Wm. J. Burns International Detective 
Agency, Inc., for investigation, 1650 cases of burglary, at- 
tempted burglaries, hold-ups, forgeries, etc., with the follow- 
ing results: 


Cases closed through arrest by Burns or on information 


Cases closed through arrest by local and through other 


Cases closed through Burns by restitution having been 
Operator located by Burns or no criminal action having 


81 
Cases held up awaiting further development............. 738 


ment to the Finance Committee covering the disbursements 
during the period covered by this report and a general state- 
ment will be found in the pamphlet containing financial 
statements. 

Respectfully submitted, 


THE PROTECTIVE COMMITTEE, 
By Wiu1am G. Fitzwitson, 
Secretary. 


L. W. Gammon, 
Manager Protective Dept. 


Annual Report of the Treasurer 
HARRY M. RUBEY 


I transmit herewith my report covering the financial trans- 
ae the Association for the fiscal year ending August 

I have had throughout the year the hearty cooperation of 
the Executive Manager’s Office in the handling of matters 
pertaining to the collection of dues, and I wish to express 
my appreciation of the same. The honor which was con- 
ferred in electing me your Treasurer is appreciated, and I 
extend to you my thanks. 

The list of securities held by the Association follows: 


Carried On 
Par Value Books at Market Value Cost 

Burlington 
Quincy, Ill. 
Division 4’s due 

$50,000.00 $47,400.00 $41,000.00 $50,843.75 

Chicago, 


6%4’s due 1936... 12,500.00 12,062.50 12,718.75 12,062.50 
Atchison, Topeka, 

and Santa Fé, 

General Mortgage 

4’s due 1995...... 30,000.00 28.500.00 23,250.00 30,825.00 


$92,500.00 $87,926.50 $76,968.75 $93,731.25 
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TREASURER’S FINANCIAL REPORT 


For THE Fiscan YEAR Enpina Avcust 31, 1921 


RECEIPTS 
Cash balance on hand September 
$20,376.31 
American Institute ‘of 
Agricultural Commission. . . 3,357.77 
Attending State Conventions 48.67 


Codes, Telegraphic 197.00 
Clearing House Section. . 
Convention 1921. 
Current Dues 1913-1914. 
Current Dues 1919-1920 
Current Dues 1920-1921 
Dues 1921-1922, Prepaid. . 
Dues 1922 1923, Prepaid 
Commerce and Marine Commis- 

6,589 .03 
Digest of Legal Opinions...... 
Executive Council Meeting 
Extra Guests at 192 2,520.00 
Furniture and Fixtures. . 45.00 
General Proceedings........... 274.10 
Interest on Bonds.......... of 3,659.06 
Interest on mr Balances 
Interest on U. 8S. Certificates of 

12,735.64 
Journal of the American Bankers 


Public ‘Reiations Commission. 281.42 
Savings Bank Division ee 
State Bank Division... 65.00 
Signs and Inserts....... 
Stationery and Printing. 8. 
Trust Company Division....... 118.00 
United States Certificates of 

445,000.00 


\ 
\ 


$974,130.79 


Sept. 1, 1921 Cash Balances from above........ 
Cash on hand in Office Fund....... 


DISBURSEMENTS 


American Institute of Banking 
Section.. 
Administrative Committee 
Agricultural Commission..... 
Auditors for 1919-1920 (M 
wick, Mitchell & Co.).... 
Attending State Conventions 
Clearing House Section..... 
Convention 1920....... 
Chamber of Commerce of U.S.A. ‘ 
on Federal Legisla- 
tion 
Committee on State Legislation. 
and Marine Commis- 


Contingent Fund for President. . 

Committee on Constitution..... 
Committee on Public Education. 
a Dues 1919-1920, Over- 


pa 
Committee of Seven........... 
Digest of Legal Opinions....... 
Dues 1921-1922, Overpaid...... 
Executive Council Meeting... . . 
Extra Office Hel 
Extra Guests at ‘onvention, 1920 
Electric Light Bills............ 
Economie Policy Commission. 
Furniture and Fixtures......... 
General Expense, Office Supplies, 
Repairs, Insurance, etc. 
General Proceedings........... 
Interest, Discount and Exchange 
Interest on United States Cer- 
tificates of Indebtedness...... 
Insurance Committee.......... 
Journal of the American Bankers 
Legal Department............. 


Premium on Officers’ Bonds..... 
Relations Commission. 
Savings Bank Division......... 
State Bank Division........... 
Soliciting Members by Executive 
Council, Vice-Presidents and 
State Secretaries............. 


Signs and Inserts.............. 
Stationery and Printing........ 
Special Journal Committee... .. 
Special Protective Committee.. 
Trust Company Division. 
Treasurer Collecting Dues, 1920- 


Telephone and Telegrams....... 
United Certificates of Indebted- 


Balance on Deposit in 

Continental and 

Com’! Nat’l Bank 

Chicago, Ill........ $9,782.43 
Balance on Deposit in 

Rubey Nat'l Bank, 

Golden, Colo....... 5,613.26 
Balance on Deposit in 

American Exch. 

Nat’l Bank, New 


United States Certificates of Indebtedness on hand....... 35,000. 00 


$57,539.33 


CERTIFICATE OF AUDITORS 


We have audited the books and accounts of the Treasurer of the American 
Bankers Association for the year ended August 31, 1921, and certify that they 


are in accordance with the above statement. 
vouched and the receipts are in accordance with the records on file. 


verified the cash balance of $20,539.33 as at August 31, 1921. 


79 Wall Street, New York, 
September 14, 1921. 


$17,875. 
2,462. 
15,357. 
150. 
2,498. 


8,810.65 


11,624. 
642. 


700. 
2,133. 
988. 


15,646. 


22,031. 
135. 
1,194. 


968 


1,903: 
470,000. 


20,539. 
$974,130. 
— 


MARWICK, MITCHELL & CO. 


33 
79 


T he disbursements are properly 
We 
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= 
01 
62 
77 
00 
86 
34 
00 
90 
50 
08 
) Committee on Public and Private 
294.42 
2,494.85 
375.87 
972.51 
10.00 
: Current Dues 1920-1921, Over- 
862.00 
1,460.18 
12,614.28 
20.00 
13,654.40 
837 .27 
1,140.00 
715.24 
859.86 
1,669.38 
3,037 .04 
9,413.92 
29.96 
\ 4,757 .83 
\ 236.69 
\ 46,947.40 
29,043.45 
\ 3,113.03 
4,351.45 
National Bank Division........ 10,649 .90 
Protective Committee.......... 109,849.36 
\ 4,104.85 
\ 135.00 
\ 4,541.91 
, 18,541.44 
16,496.70 
48,356.12 
11,865.46 
754.85 
State Secretaries Section........ 3,413.02 
3,069 .09 
7,404.26 
105.97 
48 
91 
25 
Treasurer Collecting Dues,1921- 
78 
29 
00 
\ 
\ 
\ 
\ 
\ 
) — 


222 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


November, 1921 


Second Session 
WEDNESDAY, OCTOBER 5 


President John S. Drum called the meeting to order. The 
invocation was delivered by the Rev. Willsie Martin, pastor of 
the First Methodist Church of Hollywood, California. 

THE PresipENT: The first business is the report of the 
Committee on Public and Private Thrift. The secretary in- 
forms me there is no report. 

The next in order is the report of the Reseiunnn Committee, 
L. E. Sands, Chairman. Mr. Sands is absent, and the report 
will be read by Mr. Frank L. Hilton, a member of the Com- 
mittee. 


Report of the Insurance Committee 
L. E. SANDS, Chairman 


During the period covered by this report, twelve months, 
September 1, 1920, to August 31, 1921, the Insurance Com- 
mittee has been very active. The committee, through its 
secretary has written 1,128 letters and opinions in relation to 
its work and received 759 letters. 

Every member that has been burglarized or held up has 
been written to regarding its loss wih a suggestion that 
the policy covering same be sent by registered mail to the 
secretary of the committee for inspection so that the commit- 
tee can advise the member as to the liability of the insurance 
company. A number of satisfactory settlements have been 
brought about between the companies and the banks through 
the efforts of the committee, and there has not been one case 
where the companies have not agreed to settle as outlined 
by the committee, and in a great many instances the compa- 
nies have construed the 1918 form as the 1920 form at the 
request of the committee. The committee has received a 
number of letters from the banks appreciating the service 
that has been rendered them by the Insurance Committee in 
connection with their inquiries and claims. 

During this period there have been 240 burglaries and at- 
tempted burglaries (166 successful and 74 unsuccessful), with 
a loss of $239,087.95, and 97 hold-ups with a loss of $656,290.21 
on members. 

The secretary of the committee has likewise written to all 
non-member banks pointing out to them the advantages they 
will enjoy by becoming members of the American Bankers 
Association, and advising them of the services that your com- 
mittee may perform for them in the adjustment of claims and 
advice as to policies. Through the efforts of the committee a 
number of these banks have joined the Association. 

There have been 79 burglaries and attempted burglaries 
(54 successful and 25 unsuccessful) with a loss of $48,658.60 
and 39 hold-ups with a loss of $280,462.62 on non-members. 

It will be noted that the amount of attacks and losses on 
members exceeds those of the non-members. This is due to the 
fact that there are over 23,000 banks in the Association, while 
the non-members only amount to 9,000. 


Fire INSURANCE ON COMMODITIES WHICH ARE THE COLLATERAL 
To LoANS 


Because of the variation in the laws of, the different states 
governing fire insurance matters and the very large number 
of fire insurance companies operating in the several states 
and the seeming impossibility of bringing these companies 
together for any purpose of attaining uniformity in the form 
and provisions of policies issued by them, the Insurance Com- 
mittee of the American Bankers Association has in the past 
confined its operations to an attempt, which has been very 
successful, to standardize the policies issued by the bonding 
and surety companies covering fidelity, robbery and other 
such forms of bond ensuring the fidelity of employees, etc. 

Your committee continues to feel that it is impracticable to 
bring together the divergent opinions and policies of the hun- 
dreds of fire insurance companies into any successful effort to 
standardize the fire insurance policy. Your committee, never- 
theless, believes that there are certain matters vitally affecting 
the security held by the member banks of the American Bank- 


ers Association as against loans which members have made to 
their depositors, and your committee takes -this means of 
drawing the attention of members to certain possible defects 
which may occur in the policies insuring commodities in ware- 
houses, etc., against which loans have been made. 

From information which your committee has received it 
is believed that several million dollars of loans on warehoused 
commodities for some of the larger industrial corporations 
are held by banks, together with insurance policies covering 
the borrower in his own name, with loss payable to the banks 
under the clause reading as follows: 


Assured: The Blank Corporation. Loss, if any, payable to 
the Blank Bank, as interest may appear. 


In the opinion of qualified advisers the objections to this 
clause are as follows: 

If the named assured becomes insolvent and a loss occurs 
after he has been divested of title or possess:on to the property, 
the entire insurance is void unless the new interest has been 
indorsed on the policy prior to the loss. 

As the party named in the Loss Payable Clause is not an 
assured, the insurance company might give no notice of can- 
cellation of insurance and the entire insurance may be voided 
by acts or omissions of the named assured as provided in the 
policy. The sole right of the named payee is to receive 
money which, without this clause, would be payable to the 
named assured. 


Another form under which loans on commodity collateral 
are insured is as follows: 
Assured: The Blank Corporation and, or the Blank Bank, 


as interest may appear. Loss, if any, payable to the Blank 
Bank, as interest may appear. 


Under this form there is a division of opinion among the lead- 
ing underwriters as to whether the appointment of a receiver 
for the Blank Corporation, without policies being indorsed to 
that effect, would void the entire insurance under the policy. 
Under this form, however, the insurance companies would 
have to give notice of cancellation or changes affecting the 
insurance to the bank. 

Another form reads: 

Assured: The Blank Bank, for account of whom it may con- 
cern. Loss, if any, to be adjusted with the Blank Corporation 


and payable to the Blank Bank, for account of whom it may 
concern. 


Under this form no indorsement is necessary in case of failure 
of the Blank Corporation, as they are not named as an as- 
sured. Their being named to adjust the loss would not affect 
the validity of the policy and is put in to relieve the bank cf 
the necessity of making these adjustments themselves. 

In certain states it appears that with respect to the clause 
first above mentioned, the standard form of fire insurance 
policy has a clause reading: 

This entire policy, unless otherwise age dl by agree- 
ment indorsed hereon or added hereto, shall be void 

If any change, other than by the death of an insured, take 
place in the interest, title or possession of the subject of 
insurance (except change of occupants without increase of 
hazard), whether by legal process of judgment or by voluntary 


act of the insured, or otherwise, or 
If this policy be assigned before a loss. 


It has been suggested to your committee that of the afore- 
mentioned forms, the one best adapted to the purpose of most 
banks would be the third one, reading: 

Assured, the Blank Bank for account of whom it may con- 
cern. Loss, if any, to be adjusted with the Blank Corporation 


and payable to the Blank Bank, for account of whom it may 
concern, 


and your committee understands that qualified attorneys have 

expressed the opinion that a distinct hazard is taken by the 
bank in permitting the use of either of the former two of the 
above referred to forms. 

In plain English, it would appear from information fur- 
nished the Insurance Committee that many banks may have, 
in their commodity loans, policies of fire insurance which may 
now be invalid because of the form in which they are issued, 
and the stipulation as to the method by which payment of the 
loss is to be made. It is also conceivable that a fire insurance 
policy issued to a member of the American Bankers Associa- 
tion and transferred along with warehouse receipts for mer- 
chandise might have long since been cancelled by notice to the 
insured, or for any one of several causes without the lending 
bank having any knowledge whatsoever of the fact. There 


{ 
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are other similar cases which might lead to the voiding of in- 
surance, of which the borrower from a bank might have 
knowledge of notice, but of which the bank would have none. 

For the reasons which are stated in the opening paragraphs 
of this report your Insurance Committee finds it impossible 
to attempt, by any comprehensive plan, to remedy the defects 
which are pointed out herein, but it nevertheless deems it a 
duty to point out to member banks the possible danger of 
loss accruing to them through their lack of care in carefully 
examining the policies which they hold covering commodity 
loans made by them, and insisting that these policies shall be 
issued in a form which will fully protect the interests of the 
lending bank, and at the same time the Insurance Committee 
very strongly recommends to member banks that they make 
a very careful examination of fire insurance policies held as 
above, and if the loss-payable clauses are not worded so as 
clearly to define the interest of the lending bank, that imme- 
diate steps be taken to have the policies so issued that in the 
event of any one of the contingencies mentioned above, or for 
any other reason, the interest of the lending bank may be at 
all times secure from possible loss. 

In making the above report and suggestions relative to fire 
insurance your committee does not claim to be experts on 
fire insurance matters and assumes no responsibility, legal or 
otherwise, for the accuracy of any statement made in its 
report. The information which it has secured is from sources 
which it deems reliable. 

The 1920 copyright form of bank burglary and robbery 
policy has been in force since August 1, 1920, and we find 
that it is workable, very clear in construction and has met, 
you might say, with universal approval, as we have received 
no criticisms or suggestions of any changes to be made. 


PREMIUMS AND LossEs ON BANK BuRGLARY AND BANK 
RosBery BusINESS 


Your committee, after a number of conferences with the 
Bank Committee of the Burglary Insurance Underwriters 
Association, have succeeded in having the underwriters furnish 
the committee with this information as per the following let- 
ter: 


Burctary InsuraANcE UNDERWRITERS ASSOCIATION 
H. W. Cururr, Secretary 
13-21 Park Row, New York City 
September 14, 1921. 
Me. L. W. Gammon, 
Secretary, Insurance Committee, 
American Bankers Association, 

5 Nassau Street, New York City. 

Dear Sir: 


I take pleasure in noting below the experience on bank burglary 
and bank robbery business which has just been compiled by the bureau 
as of January 1, 1921: 


Years Writings Earned Premiums Losses Loss Ratio 
$1,203,646 $662,927 55% 
2,392,490 1,337,562 55.9% 


This loss ratio does not include expenses for licenses; Federal, state 
and local taxes; commissions; the usual overhead expense of rent, 
printing, statistical, postage, necessary underwriting, accounting and 
claim salaries requisite to handle the business. 

Yours very truly, 


(Signed) H. W. Crurr, 
Secretary. 


It will be noted that the underwriters do not furnish the 
information as to the expenses in connection with the busi- 
ness. Your committee is reliably informed, but not officially, 
that these expenses would approximately amount to 50 per 
cent. of the earned premiums and this 50 per cent. should be 
added to the loss ratio. 


Respectfully submitted, 


INSURANCE COMMITTEE. 
L. E. Sanps, Chairman. 
Oscar G. ForEMAN. 
Frank L. HILTON. 
J. A. Latta. 
Georce S. MurpuHery. 
L. W. Gammon, Secretary. 


Tue PresipENT: You have heard the reading of this very 
excellent report. If there is no objection, it will be received 
and placed on file. 

If there is no objection, the convention will take a recess 
of ten minutes. Hearing none, it is so ordered. (Recess.) 

THE Present: The meeting will please come to order. 
We had the report of the Committee on State Legislation on 
the program yesterday, and Mr. Hazlewood is here now and 
will present the report of the Committee. 


Report of Committee on State Legislation 
CRAIG B. HAZLEWOOD, Chairman 


The chief work which has engaged the attention of the 
Committee on State Legislation and the State Legislative 
Council during the year has been in urging the promotion in 
1921 State Legislatures of the various bills recommended by 
the American Bankers Association. This work has been done 
in cooperation with local committees. A program of recom- 
mended legis! ation for 1921 was issued from the office of the 
General Counsel in December to our State Legislative Council 
chairmen and also to secretaries of state bankers’ associations 
and the heads of banking departments. Over forty state 
legislatures have held sessions this year and the work of your 
committee has entailed considerable correspondence. 

Considerable success has fo:lowed the efforts of your com- 
mittee, such success having been attained largely through local 
effort and the cooperation of state bankers’ associations. 

Our bank slander bill has been passed this year in four 
additional states, namely, Arizona, Idaho, Indiana and Illinois. 
In the two last named states our recommended draft was 
changed in certain respects, but the laws as passed will never- 
theless be effective in punishing offenders who circulate false 
statements as to the standing of banking institutions. 

Our recommended measure limiting the liability of a bank 
for non-payment of a check through error has been passed 
this year in three additional states, namely, Arkansas, Illi- 
nois and Tennessee. 

Our recommended bill authorizing collecting banks to for- 
ward items direct to the payor without being amenab:e to the 
charge of negligence has also been passed this year in the 
three states of Arkansas, Idaho and Illinois. Our committee 
regards this law as most important and urges its early passage 
in all states where not yet enacted. 

Our recommended bill limiting the liability of a bank for 
the payment of forged and raised checks has been passed this 
year by the Legislatures of Illinois and Tennessee with a time 
limit in each state of one year. 

Our recommended bill covering False Statements for Credit 
has been passed this year in Oregon. 

Our recommended bill validating bank transactions on 
Saturday afternoon has been passed this year in the three 
states of Illinois, Missouri and New Mexico. In Missouri, it 
has been passed as an amendment of section 87 (the maturity 
section) of the negotiable instruments act and the phraseol- 
ogy is somewhat different. 

Our bill defining and punishing burglary with explosives 
has been passed in New Mexico. 

Our bill regulating the payment of deposits in trust has 
been passed this year in Illinois. 

Our bill making bank notaries competent to take acknowl- 
edgments and make protest, notwithstanding stock ownership 
in the bank to whom an acknowledged instrument runs or for 
whom protest has been made has been passed this year in 
Idaho and New Mexico. 

The Uniform Bills of Lading Act has been passed in Ari- 
zona and the Uniform Warehouse Receipts Act in Arizona and 
Indiana. 

The Uniform Stock Transfer Act has been passed this 
year in South Dakota. 

The State of Oklahoma has also passed the bill recom- 
mended by our Association authorizing state banks to become 
members of Federal Reserve Banks, vesting in such banks all 
powers conferred upon member banks by the Federal Reserve 
act, subject to the restrictions and limitations imposed by or 
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under that act and providing as to reserve requirements and 
examinations. 

In addition, the measure recommended by our Association 
to enable banks to take stock in Edge Law Corporations has 
been passed this year in Arkansas, California, Indiana, Iowa, 
Kansas, Missouri, Nevada, New York, North Carolina, Ohio, 
Oregon and Tennessee. Also in Florida with a capital limit 
of $50,000. 

In the aggregate, thirty-seven separate enactments of 
American Bankers Association measures have been placed 
upon the statute books this year. 

A great variety of banking legislation, other than Associa- 
tion measures and of more or less general interest has been 
passed this year in the different states. This report will not 
be extended by reference to all such measures, but they are 
referred to in an appendix. Among such measures, one which 
will be of general interest, is a law passed by the Florida 
legislature permitting all state banks to avail themselves of 
the rediscount facilities of the Federal Reserve Bank or of 
any other bank, without limit, subject to the discretion of the 
state comptroller. 

We note that the state of North Dakota has repealed Sec- 
tion 87 of the negotiable instruments act which provides that, 
“where the instrument is made payable at a bank it is equiva- 
lent to an order to the bank to pay the same for the account 
of the principal debtor thereon.” A few other states have 
also either originally omitted or subsequently repealed this 
section, under which a note or trade acceptance made pay- 
able at a bank raises an obligation on the part of the bank to 
pay, the same as it would its customer’s check, without any 
express orders from him. This is getting back to the old con- 
flict on this subject which was removed by the negotiable in- 
struments act. Our Committee on State Legislation and State 
Legislative Council disapprove of this conflict and approve of 
the universal enactment in all the states of the provisions of 
Section 87. 

At a meeting of our committee, in conjunction with the 
State Legislative Council on the occasion of the Spring meet- 
ing of the Executive Council at Pinehurst, a resoiution was 
adopted to recommend that the time limit in the forged and 
raised check bill be changed from one year to six months, It 
was also recommended that a digest of state statutes govern- 
ing banking be prepared by the General Counsel, classified as 
to subject. This work has been started under the auspices of 
the General Counsel and substantial progress has already been 
made therein. Our committee recommend that the Executive 
Council make a sufficient appropriation to carry on this work. 


APPENDIX—COMMITTEE ON STATE LEGISLATION 


(State Legislation 1921 Other than A. B. A. Measures. Par- 
tial Summary Only; Many Session Laws Not Yet Re- 
ceived. ) 


ARIZONA 


Chapter 33. (Senate Bill No. 9.) An act relating to deal- 
ers in securities and providing for issuing permits thereto by 
the Arizona Corporation Commission, and providing punish- 
ment for violations of this Act. 

Chapter 40. (S.B. No. 56.) An act to amend section 4130, 
Chapter IV, Title 35, Revised Statutes of Arizona, 1913, Civil 
Code, relating to chattel mortgages and the recording of satis- 
factions thereof. 

Chapter 92. (S. B. No. 24.) An act declaring Armistice 
Day a legal holiday and to amend Paragraph 3283 of the Re- 
— Statutes of Arizona 1913, Civil Code, entitled “Holi- 

ays. 

Chapter 154. (S. B. No. 170.) . An act authorizing foreign 
corporations to loan money within the State of Arizona. 


ARKANSAS 


The general banking law was amended in several particu- 
lars. In addition to three A. B. A. measures, referred to in 
the main report, an amendment was passed protecting banks 
in paying checks of fiduciaries. 


CALIFORNIA 


Objectionable tax bill was passed increasing the rate of 
taxation upon banks from $1.16 to $1.45 per $100 of capital, 
surplus and undivided profits. 


DELAWARE 


Chapter 103. An act in relation to banks, savings socie- 
ties and trust companies, and reguiating the conduct of their 
business, and prescribing certain powers and duties for the 
state bank commissioner. 

Chapter 104. An act providing for the assessment and 
taxation of the shares cf the capital stock of banks, banking 
associations and corporations doing a banking business, having 
capital stock, and of trust companies having capital stock. 

Chapter 105. An act repealing laws taxing banks and 
trust companies enacted prior to January 1, 1919, except as to 
taxes accrued prior to the adoption of this act. 

Chapter 106. An act providing for the taxation of sav- 
ings banks and savings societies not having capital stock. 


IDAHO 


Chapter 41. (S. B. No. 121.) An act making it unlaw- 
ful for any officer, director, or employee of any bank or trust 
company to demand or receive, directly or indirectly, any com- 
mission or other consideration, on account of the making by 
the said bank or trust company of any loan or extension of 
credit to any person, firm, or corporation; making the viola- 
tion of the provision of this act a felony, and providing a 
penalty therefor; and declaring an emergency. 

Chapter 147. (H. B. 211) An act amending section 5207 
of the compiled statutes of Idaho, relating to banks and trust 
companies. Disclosing information regarding, by banking de- 
partment, except in certain specified cases. 

Chapter 205. (S. B. 193) An act to prevent corpora- 
tion stock watering and fraudulent practices and to regulate 
the securities and capitalization of stock corporations by pro- 
viding for the issue of shares of stock having no par or face 
value. 

ILLINOIS 

An act amending section 7 of the law regulating the ad- 
ministration of trusts by trust companies, relating to deposit 
of bonds and mortgages. 

An act amending certain sections of the Illinois securities 
law. 

An act amending section 6 of the law in relation to hus- 
band and wife, making same read: “Contracts may be made 
and liabilities incurred by a wife and the same enforced against 
her, to the same extent and in the same manner as if she 
were unmarried.” 

An act making Armistice Day a holiday. 


INDIANA 


An act amending the law as to loan and trust and safe- 
deposit companies. 

An act providing for the taxation of Joint Stock Land 
Banks incorporated under the Federal Farm Loan Act. 

An act regulating the admission of foreign corporations 
not for profit to do business in Indiana, 

An act amending section 1 of the Banking Law relative to 
the Bank Commissioner and Deputy; also an act amending the 
law as to Bank Examiners. 


IOWA 


An act relative to the taxation of inheritances. 
38.) 

An act amending the law relating to call of statement to 
the superintendent of banking and providing penalty for not 
furnishing to him within ten days information lawfully re- 
quired. (Chapter 69.) 

An act amending the law relating to the number of direct- 
ors of state banks. (Chapter 70.) 

An act amending the law as to the investment of funds of 
savings banks, (Chapter 161.) 

A further act amending the law as to inheritance taxes. 


(Chapter 164.) 
An act amending the blue sky law. (Chapter 189.) 


KANSAS 


An act providing a penalty for wrongful statement by banks 
or misuse of funds. (Chapter 71.) 

- act relating to real estate holdings by banks. (Chap- 
ter 72.) 

Acts amending the bank depositors’ guaranty fund. (Chap- 
ters 73 and 74.) 
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MAINE 


A new tax law has been passed (Chapter 197) for the state 
taxation of shares in national banks and trust companies at 
1% per cent. of their value after deducting the value of real 
estate locally taxed. 

A committee has been appointed by the governor to make 
a general revision of the banking laws. 


MASSACHUSETTS 


Laws have been passed (1) prohibiting the use of the word 
“bank” or “trust” or the like by unauthorized persons (2), 
authorizing savings banks to rent safe-deposit boxes (3), in- 
creasing the limit of joint deposits in banks (4), authorizing 
savings banks and savings departments of trust companies to 
invest in bonds secured by first mortgages on real estate. 


MICHIGAN 


An act to amend the banking law relative to directors. 
(No. 40.) 

An act to amend the banking law relative to real estate 
holdings of banks. (No. 41.) 

An act to fix the term of office of the Bank Commissioner. 
(No. 260.) 

An act to amend certain sections of the act to prevent 
fraud in the sale of securities. (No. 404.) 


MINNESOTA 


Acts amending the act to prevent fraud in the sale of se- 
curities. (Chapter 372 and Chapter 426.) 

An act providing for the assessment and taxation of shares 
of stock in national banks and the moneyed capital of state 
banks and mortgage loan companies. (Chapter 416.) 

An act to amend the law relating to the rate of taxation 
of real estate mortgages. (Chapter 445.) 

An act to make uniform the law of partnerships. (Chapter 


487.) 
MISSOURI 


An act providing that funds held by trustees, guardians, 
curators, banks, savings banks, trust companies, insurance 
companies, assurance, casualty, fidelity and guaranty compa- 
nies, and building and loan companies, may be invested in cer- 
tain bonds and _ shall be accepted,as security for public de- 
posits. (S. B. 540.) 

An act relating to the security of funds deposited by the 
state treasurer. (S. B. 311.) 

An act making November 11 a holiday. (H. B. 26.) 

An act relating to certain corporations acting as testa- 
mentary trustees of property in Missouri. (S. B. 371.) 


MONTANA 


An act relating to the reserve requirements for Montana 
state banks, lowering the reserve requirements from 15 per 
cent. for banks not acting as reserve agents and 25 per cent. 
for banks acting as reserve agents to 10 per cent. and 15 per 
cent. respectively. 

An act authorizing state banks in Montana to accept drafts 
and deal in acceptances. (Chapter 217.) 

An act taxing direct and collateral inheritances. (Chapter 


14.) 
NEW JERSEY 
An act adding Armistice Day to the list of legal holidays. 


NEW MEXICO 


A blue sky law. 

An act relative to qualification of banks as executors and 
administrators. 

An act prohibiting the unlawful selling of mortgaged 
property. 

An act for the regulation of insolvent banks. 

An act providing for the consolidation of the insurance 
with the banking department. 


NEW YORK 


An act to amend ‘the banking law, in relation to national 
bank becoming state bank. (Chapter 20.) 
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An act to amend the banking law, in relation to national 
banks acting in a fiduciary capacity. (Chapter 38.) 

An act to amend the banking law, in relation to the powers 
of investment companies. (Chapter 49.) 

An act to amend the banking law, in relation to the man- 
ner of declaring dividends upon shares of a savings and loan 
association. (Chapter 75.) 

An act to amend the banking law, relating to withdrawal 
of unpledged shares in a savings and loan association belong- 
ing to the estate of a deceased member thereof. (Chapter 76.) 

An act to amend the banking law, in relation to the pen- 
sioning of any officer or employee retiring from any savings 
and loan association. (Chapter 78.) 

An act to amend the banking law, in relation to the power 
of savings banks to receive money for transmission. (Chap- 
ter 177.) 

An act to amend the banking law, in relation to powers of 
banks. (Chapter 242.) 

An act to amend the banking law, in relation to the illegal 
conduct of business as a private banker. (Chapter 350.) 

An act to amend the banking law, in relation to the trans- 
mission of money by private bankers. (Chapter 351.) 

An act to amend the banking law, in relation to change of 
location of savings and loan associations. (Chapter 352.) 

An act to amend the penal law, in relation to untrue and 
misleading advertisements. (Chapter 520.) 

An act to amend the general business law, in relation to 
fraudulent practices in respect of stocks, bonds and other se- 
curities. (Chapter 649.) 

An act to amend the penal law, in relation to obtaining 
money by fraudulent check, draft or order. (Chapter 314.) 


NORTH DAKOTA 


An act amending the law relative to the guaranty of bank 
deposits. (Chapter 21.) 

An act amending the law relating to the Department of the 
State Examiner. (Chapter 22.) 

An act providing for the supervision of liquidation of in- 
solvent banks by the Depositors’ Guaranty Fund Commission, 
the appointment of a supervisor of receivers and compensa- 
tion and expenses thereof to be paid out of the depositors’ 
guaranty fund. (Chapter 23.) 

An act making it a felony for any person to enter any 
room wherein a general banking business is carried on, in 
which there is at the time a human being, with intent to 
commit a felony by means of threats, force or violence, and 
prescribing the punishment therefor. (Chapter 24.) 

An act making state and national banks and the Bank of 
North Dakota public depositories and regulating the subject. 
(Chapter 56.) 

An act repealing section 6972 compiled statutes (section 
87 N. I. act) relative to negotiable instruments made payable 
at a bank. (Chapter 90.) 

An act amending the law relative to fees of notaries. 
(Chapter 94.) 

An act requiring, under penalty for noncompliance, instru- 
ments “given for the sale of capital stock of foreign corpora- 
tions” to be so stamped before being taken and making them 
subject to defenses in the hands of every holder. 

_ An act relating to interest on bonds of common school dis- 
tricts. 

An act making it illegal for a bank or person to take a re- 
newal note without returning the note renewed, unless stamped 
“renewal note.” 

An act making certain tax exemptions and limiting the 
amount of tax levies. 


OHIO 


An act to amend the law in relation to the names of con- 
solidated banks. 

An act authorizing special policemen for banks. 

An act to provide for the discovery of assets belonging to 
an estate for which a guardian or trustee has been appointed. 

An act to amend the general code so as to enlarge the limi- 
tation placed upon deposit of county moneys. 


OKLAHOMA 


An act providing for the disposition of interest upon daily 
bank deposits paid to the state treasurer. (Chapter 449.) 
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An act authorizing executors or administrators to conduct 
the going business of a deceased person. (Chapter 54.) 

An act relating to the taxation of banks. (Chapter 94.) 

An act to prevent the desecration of the American Flag. 
(Chapter 111.) 


OREGON 


An act providing that no stop payment of a check by a de- 
positor shall remain in effect more than ninety days after serv- 
ice on the bank,. unless renewed in writing, which renewal 
shall be in effect not more than ninety days from service, but 
renewals may be made from time to time. All stop payment 
orders existing at time of taking effect of this act (February 
10, 1921) are limited to ninety days thereafter. (Chapter 37.) 

An act adding Armistice Day, November 11, to the list of 
legal holidays. (Chapter 41.) 

An act amending the law in relation to obtaining money or 
goods by false pretenses. (Chapter 54.) 

An act amending the law relating to the deposit by treas- 
urers of county funds in depositories. (Chapter 145.) 

An act amending section 6207, Oregon Laws 1920, relating 
to limits and conditions upon bank loans. (Chapter 182.) 

An act to amend section 6241 of Chapter VI of Oregon 
Laws, relating to fees to be collected for state banking fund. 
(Chapter 183.) 

An act to amend section 6183 of Oregon Laws, relating to 
superintendent and examiners of banks. (Chapter 186.) 

An act to amend section 6248, Oregon Laws, relating to 
reserves of trust companies. (Chapter 187.) 

An act to amend section 6209, Oregon Laws, relating to 
bank reserves. (Chapter 188.) 

An act amending section 6211 and 6212, Oregon Laws, re- 
lating to branch banks, foreign banks and the amount of capi- 
tal. (Chapter 294.) 

An act amending section 6229, Oregon Laws, relating to 
capital stock of trust companies. (Chapter 314.) 

An act to amend section 6220, Oregon Laws, by specifying 
additional securities in which savings deposits may be in- 
vested. (Chapter 317.) 

An act to amend section 6245 of Oregon Laws relating to 
limits upon loans of trust companies. (Chapter 318.) 

An act to authorize payment by banks and trust companies 
to heirs of intestate persons of sums not exceeding $200, upon 
affidavit of said heirs. (Chapter 330.) 

An act to amend subsection (f) of section 6196 of Oregon 
to capital requirement of state banks. (Chap- 
ter ‘ 

An act to amend sections 6838, 6840 and 6843, Oregon Laws, 
relating to regulation of dealers engaged in the buying and sale 
of stocks, stock’ certificates, bonds, debentures, notes, con- 
tracts, membership certificates and securities of every kind 
and character, and defining the same. (Chapter 400.) 


SOUTH DAKOTA 


An act relating to exchange fees on checks and drafts. 
a notaries from protesting unpaid items, etc. (Chap- 
ter 31 

An act relating to payment of interest on deposits. (Chap- 
ter 32.) 

An act submitting to a vote of the people a measure declar- 
ing the purpose of the state to engage in the banking business 
under the name of the Bank of South Dakota. (Chapter 142.) 

An act relating to entering a bank with intent to commit a 
felony. (Chapter 133.) 

An act amending the depositors’ guaranty fund law. (Chap- 
ter 134.) 

Acts relating to the superintendent of banks and the Guar- 
anty Fund Commission. (Chapters 135 and 136.) 

An act making Armistice Day a legal holiday. (Chapter 
253.) 

An act relating to bank burglary insurance and giving the 
commissioner of insurance authority to regulate the premium 
rate for such insurance. (Chapter 259.) 

Acts relating to the deposit of public funds. (Chapters 335 
and 368.) 


TENNESSEE 
An act raising the legal contract rate of interest from 6 to 


8 per cent. Passed over governor’s veto. 
An act allowing banks to charge exchange on checks. 
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TEXAS 


An act declaring November 11 a legal holiday and desig- 
nating same as “Victory Day.” (Chapter 

An act regulating the increase of capital of state banks and 
making it compulsory instead of discretionary with State Bank 
Board to demand increase of capital on account of excessive 
ratio of deposits to capital. (Chapter 54.) 

An act amending the law relative to state bank examiners. 
(Chapter 65.) 

An act amending the act requiring a garnishee in all cases 
to file answer. (Chapter 105.) 


UTAH 


An act relating to the suspension and liquidation of banks. 
(Chapter 23 

An act amending the banking law relating to the duties of 
bank commissioner; the limit of capital stock; directors, ex- 
aminations; dividends and surplus; unauthorized banking; re- 
ports and liquidation of loan, trust and guaranty associations ; 
unlawful methods, unsafe conditions, deception and liquida- 
tions of building and loan associations ; exercise of trust powers 
by banks, capital stock as security, officers’ oath, effect of; 
assessment of stock; removal of officers; slander of banks. 
(Chapter 24.) 

An act making uniform the law relating to limited partner- 
ships. (Chapter 88. 

A Uniform Partnership Act. (Chapter 89.) 

An act amending the law relating to prevention of fraud 
in the sale of securities. (Chapter 131.) 

An act creating a commission on the revision of system of 
taxation. (Chapter 133.) 


VERMONT 


An act making Armistice Day a legal holiday. (No. 1.) 

An act to amend section 2854 of the general laws relating 
to the payment of a check or draft by a depositary after the 
death of the maker. (No. 76.) 

An act to amend section 5363 of the general laws, relating 
to investments of banks in the stock of national banks and 
banking associations or trust companies. (No. 151.) 

An act onieeggey banks to deposit funds in the chartered 
banks of Canada. (No. 152. 

An act amending ~~ law relating to unclaimed deposits in 
savings banks. (No. 153.)° 


WASHINGTON 


An act amending the law relating to the fees for bank 
examiners. (Chapter 73.) 

An act amending the corporate powers of trust companies. 
(Chapter 94.) 
or _ act amending the guaranty of deposits law. (Chapter 

An act amending the law relative to investment of mutual 
savings banks. (Chapter 156.) 


WYOMING 


An act amending the law relating to limitations on invest- 
ments of banking associations. (Chapter 30.) 

An act limiting and prescribing the manner in which cer- 
re may be drawn out of the State Treasury. (Chap- 
ter 

An act amending the law relating to the sale of securities. 
(Chapter 123.) 

An inheritance tax law. (Chapter 126.) 


(App!ause.) 


THE PresipENT: The report will take the usual course. We 
have arranged our program so as to provide today for a dis- 
cussion of our national problems and tomorrow for those of an 
international character. Before we come to our set speeches 
we are going to have presented here to the convention the re- 
port of the Economic Policy Commission. Under your new 
constitution the Economic Policy Commission is the active body 
within the Association that considers and determines the larger 
questions, both national and international, that are of imme- 
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diate concern to the American Bankers Association. The 
Chairman of that Committee this year is Paul M. Warburg, 
who, unfortunately, is absent. The report will be presented to 
you by a member of the commission, Mr. Walter W. Head. 
Mr. Head. (Applause.) 


Report of the Economic Policy Commission 
PAUL M. WARBURG, Chairman 


The Economic Policy Commission offers the following 
report, supplemental to the report submitted to the Executive 
Council at its May meeting of this year. 


GovERNMENT AND LEGISLATION 


The commission again points to the dangerous attempts 
which are made so frequently at present to undertake to cure 
all existing economic evils by legislative action. The com- 
mission feels strongly that most of our troubles will be eradi- 
cated more quickly and cured more thoroughly if economic 
laws are allowed free play. This country is to large extent 
suffering from causes resultant from the war, the effects of 
which are felt throughout the world, and which cannot be 
changed by action on the part of our government. It believes 
that most of the proposals put forth are designed to cure 
temporary ills at the risk of producing greater and more 
permanent evils. 

The commission regards especially many of the amend- 
ments proposed to the Federal Reserve Act as undesirable 
and calculated to lessen the benefits to be derived from the 
Federal reserve system. The Federal reserve banks, as the 
name implies, are intended as a final resort for the local 
banks, so that the latter may be enabled to avert any recur- 
rence of conditions which arose in 1907. The commission 
believes that so long as the Federal reserve system is able 
to continue its work as successfully as it has begun it should 
be left to function with the least possible interference. 

The commission approves the policy of the present national 
administration in refraining, so far as possible, from govern- 
mental participation in private business undertakings, and in 
seeking to effect economies in administration wherever pos- 
sible. It welcomes, therefore, the inauguration of a budget 
system designed to bring about more coordination of govern- 
mental departments and a closer supervision over expendi- 
tures. The commission is glad to see that a revision of our 
present tax system is being undertaken seriously, and that 
an attempt is being made to substitute for the measures neces- 
sitated by the war emergency those more fitting for a time 
of peace. It is desirable to have taxes of such a type as will 
interfere least with the proper development of industry, and 
in this connection it is hoped that there will be no more tax 
exemptions and that proper measures will be taken to prevent 
the increase of tax-exempt securities, and as far as possible 
to bring about their gradual elimination. The commission 
is convinced of the desirability of repealing the Excess Profits 
Tax which has proved so burdensome to business and in- 
dustry. Moreover, it is its firm conviction that this repeal 
of the Excess Profits Tax should be made retroactive for 
the year 1921, and in so doing. the government will redeem 
its promise to help restore normal and stable conditions. 

Since economy in government is one of the primary needs 
of the present time, the commission hopes that the Soldiers’ 
Bonus bill will be definitely set aside. The commission be- 
lieves firmly that the national government should do every- 
thing possible to relieve the soldiers who are suffering from 
disability incurred in the service, but it does not consider 
that it is desirable to burden the nation with the large sums 
which would be needed to give a bonus to all ex-soldiers, 
regardless of their present condition. It feels that the service 
which our men rendered the nation during the war was 
not given for the sake of financial recompense, and that such 
ought not to be given except in cases of actual disability. 
A bonus bill such as proposed would throw the public finances 
into endless confusion and would prove a serious handicap 
to the recovery of the nation from the effects of the war, 
which would involve the ex-soldiers as well as all other 
citizens of the country, and would therefore in the long run 
prove to be detrimental to all. 
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As an earnest of coming economies, the commission in- 
dorses the action of President Harding in proposing an in- 
ternational conference to consider a common program for 
the reduction of military and naval expenditures, which still 
form one of the heaviest financial burdens borne by all 
nations. 


Tue Crepit SITUATION 


The great rise of prices during and immediately after the 
war was due to the extraordinary demand for labor and 
commodities, and to the large inflation of credit necessary to 
finance the government. The end of every great war has 
been followed sooner or later by a rapid decline in prices, 
regardless of the banking policy adopted. The longer artificial 
inflation continued, the more serious was the ultimate reac- 
tion. The expansion of credit cannot outrun for a very long 
period the increase of wealth and productive capacity without 
a check, and a check to credit expansion never occurs with- 
out a business depression. Such a period of reaction ends 
only as the various branches of industry and trade readjust 
wages and prices until a common level is reached and an 
equilibrium is established, on the basis of which the normal 
exchange of goods and services can be resumed. The com- 
mission feels that at the present time a deadlock exists be- 
cause the cost of transportation and of manufactured goods 
is too high as compared with the prices of primary products. 
It is not desirable, in view of the needs of governmental 
econcmy, that the public debt should be increased in order 
to carry on construction for purposes of emergency relief. 
Such temporary relief as might be provided by public expendi- 
tures would be more than offset by the lasting effects of the 
waste of capital. The commission doubts the desirability of 
funding the floating indebtedness of the government into long 
time government securities at the present time. It notes that 
the government is having little difficulty in renewing its 
floating indebtedness but is not able to sell readily its long- 
time obligations. The latter can be sold easily only if the 
net rate of interest is such as to enable them to compete suc- 
cessfully with other securities, on which at the present time 
the return is abnormally high. A high rate of interest, how- 
ever, would increase the expenditures of the government 
and thereby further complicate its fiscal arrangements. The 
commission believes that the government should wait with 
its funding operations until the money market has again 
reached a stable condition. 

The commission does not believe that the present is a 
favorable time for any attempts to sell to the public bonds 
based upon the indebtedness of foreign governments to the 
United States Government. It is not advisable that the 
debtor governments should be pressed to make interest pay- 
ments while foreign exchange rates and foreign trade are 
in their present state of depression. 


ForEIGN TRADE RELATIONS 


The commission notes with satisfaction numerous signs 
indicating a return to stable commercial and industrial con- 
ditions in Europe. It feels that it is a subject for congratula- 
tion that peace is about to be formally reestablished between 
the United States and the Republic of Germany, and it is 
hoped that the formal peace signed between Germany and 
our late associates in arms will be succeeded soon by a 
return of goodwill and real peace in all parts of the world. 
It is the belief of this commission that the world is inter- 
dependent, and that the world cannot be prosperous unless 
all of its component parts are prospering. It welcomes the 
various plans proposed by which the United States will be 
able to serve its own interests by rendering all possible help 
in the reestablishment of normal conditions in Europe, and 
it indorses the principles of the ter Meulen plan designed 
to mobilize the credit resources of countries in which the 
ordinary credit facilities are inadequate to meet the present 
situation. It hopes that suitable corporations organized under 
the Edge Act will be established and function in such a man- 
ner that capital in this country may be used to assist in re- 
building the industrial and commercial organization of other 
countries. 

The’ commission calls attention to the need of such action 
on the part of this country as is indicated above, owing to the 
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fact that our foreign trade has been in such a critical situa- 
tion that we have been unable to market a sufficient propor- 
tion of our surplus crops. The commission believes and de- 
sires to emphasize the fact that there can be no complete 
return to prosperity in this country until the agriculturists 
are able to sell their surplus abroad on a satisfactory basis. 
This is a matter which must be watched closely, as the con- 
ditions are varying to some extent from month to month, 
though fundamentally all depends upon the rehabilitation of 
Europe. 


A Turirt CAMPAIGN 


The commission urges upon bankers in every part of the 
country renewed activity in educational work to increase the 
number of savings depositors and to inculcate the lessons 
of thrift and economy. The period of war wages and prices 
had the effect of depreciating the value of money and of 
savings in estimation of the public. That demoralizing influ- 
ence must be overcome before a recovery to sound conditions 
is accomplished. In this connection the commission reaffirms 
its opposition to any changes in the postal savings system, 
making it a more active competitor with the regular banking 
institutions performing complete banking function, which in- 
cludes lending as well as receiving deposits. The funda- 
mental weakness of the postal system is that it is not quali- 
fied to make use of the funds in the localities where they 
belong. The plans necessarily look to a transfer of the funds 
for investment by some central authority, a system inevitably 
injurious to the communities that are largely dependent upon 
the savings banks for the funds used in house-building and 
other local investments. The theory that great sums may be 
attracted from idle hoards to the postal banks was the chief 
argument when the postal system was established, and has 
been disproved. 


SUPERVISION Over Security IssuEs 


Lge commission indorses the principles embodied in 
7868, known as the Federal Fraud Act, which was in- 
troduced in Congress in July as a result of the joint activ- 
ities of the Economic Policy Commission and the Investment 
Bankers Association. The bill provides for the appointment 
of a Securities Committee by each of the Federal reserve 
banks. Each committee is to keep informed as to securities 
sold or offered for sale within its district. If it is found that 
in the sale or offer of securities involving use of the mails 
or other interstate or foreign commerce agencies, fraudulent 
practices are discovered, the committee shall report to the 
Attorney General who may make an investigation. The 
Attorney General may also proceed upon complaint from 
sources other than the committee. Under the bill the Attorney 
General may issue an order requiring the cessation of fraud- 
ulent practices. This order, which is like an injunction, is 
subject to review by a Federal District Court, and there may 
be an appeal from the court decision made upon such a 
review. Disobedience of the order constitutes a crime under 
the bill and renders the offender subject to a maximum fine 
of $10,000 or a maximum imprisonment of ten years, or both 
fine and imprisonment. The act does not repeal, but is sup- 
plementary to state blue sky laws. 

The commission feels that an act of this nature, which is 
similar in principle to legislation recently adopted by some 
of the states, notably New York, Maryland and New Jersey, 
would offer ample machinery for curbing the fraudulent 
dealer, without at the same time unduly burdening legitimate 
business. The Economic Policy Commission believes that 
H. R. 7868 would not throw upon the Federal reserve system 
duties not related to it; because the fundamental object of 
the Federal reserve system is to insure the solvency of the 
banks of the country and to prevent a needless dissipation 
of the liquid funds available. Any measures which aim to 
protect the banks by assuring them that the investment re- 
sources of the country are not wasted by being used for the 
purchase of fraudulent securities must be of great concern to 
to the Federal reserve banks. This is especially true because 
so large a proportion of the funds in question are at present 
invested in government securities. The Federal reserve banks 
are at the present time the fiscal agents in their respective 
districts of the government in the distribution of both long 


and short term government securities. It is a notorious fact 
that the original holders of these securities are being con- 
stantly solicited by dealers in fraudulent issues to exchange 
their sound securities for worthless ones. This has helped to 
depreciate the market value of government securities and 
thereby has added another difficulty to the proper and ra- 
tional financing of the government. The Federal reserve 


banks have, therefore, a definite and direct interest and duty 


in protecting government obligations. 

The commission, while indorsing H. R. 7868, wishes to 
express its complete disapproval of H. R. 7215, known as the 
Denison Bill. The Denison Bill is a fair representative of that 
class of remedial legislation which the commission condemns. 
Because a certain evil develops, attempts are immediately 
made to pass legislation so stringent and so extreme that its 
effect will be to injure legitimate business even more than 
it will check the fraudulent practices which it is intended to 
prevent. 

The Denison Bill as introduced in Congress proposes that 
every corporation issuing stock, and every borrower issuing 
bonds, as well as all offerers of securities, must secure in 
advance the approval of such issues in each and every state 
having blue sky laws where the offering is to be made through 
the public press, through periodicals of country-wide circula- 
tion, or through the mail, telephone or telegraph. If this bill 
becomes a law, the long-established methods of the inter- 
state sale of securities that have been built up through the 
business experience of sound banks and investment banking 
houses would either have to be entirely changed or each one 
of these banks and dealers would become involuntary crim- 
inals. It would mean that before any securities of country- 
wide reputation could be offered for sale in interstate 
commerce they would have to be approved in advance in 
practically every one of the thirty-eight states of the United 
States having blue sky laws in force. This proposed legis- 
lation would be in effect a Federal law adopting the blue 
sky laws now in force in the thirty-eight states, and would 
also adopt as Federal law all of the rules and regulations 
made from time to time by the blue sky commissions under 
these state laws. It would be almost a physical impossibility 
for the honest dealer in securities to know at the time of 
offering any particular security for sale whether or not the 
laws or the regulations of any state had been changed since 
he last knew them. Experience has shown that the type of 
legislation represented by he Denison Bill has tended to 
throw far too great a burden upon legitimate borrowers and 
sellers of their securities in the attempt to stop the sale of 
the comparatively small percentage of fraudulent securities. 


THe RarLroap SITUATION 


The commission fully supports the purposes of the Federal 
administration in bringing about a refunding of the railroad 
debt to the government over a period of years. This debt 
was created by the government upon its own initiative dur- 
ing the period of governmental operation, and it cannot be 
charged to operating revenues without embarrassing the com- 
panies in their service to the public and without having an 
unfavorable effect upon the general business situation. 

While the commission believes that railroad rates should 
be readjusted as rapidly as circumstances will permit, yet it 
recognizes the fact that the industrial life of the country 
and the development of its railroads are interrelated, and one 
cannot prosper without the other. The railroads depend 
upon a continued supply of capital on the part of the invest- 
ing public, but it is impossible to make such capital avail- 
able for the railroads unless their earnings are sufficient to 
enable them to pay proper returns upon the capital invested. 
Obviously, a return of 6 per cent. in good years and no 
return in bad years will not attract private capital. 


CoNCLUSION 


The Economic Policy Commission of this year does not 
wish to conclude its report without giving expression to its 
belief that the American Bankers Association can perform 
the greatest service to our country if it will continue to in- 
vestigate questions important for the industrial and financial 
life of the country. If definite conclusions are reached, as a 
result of such investigations, the Association will do well to 


November, 1921 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 229 


take a definite stand, even as regards controversial matters, 
and thereby assist in leading the country along paths of safe 
and sound economic thought. 

The commission recognizes with satisfaction that the 
worst of the credit stringency seems to be over, and it ap- 
pears that the country has borne the period of stress re- 
markably well. Natural recuperative forces are now making 
for recovery, and there is every reason to believe that when 
wages have been readjusted and normal balance is re- 
established between industries and between nations our 
country will enter upon a new career of prosperity and 
advancement. 


THE Presipent: Hearing no objection, the report will be 
received and filed. I suggest that it be referred to the Resolu- 


tions Committee to give it proper consideration in the prepara- 
tion of its report. 

We come now, gentlemen, to the main speeches on this 
morning’s program. Readjustment is a word that has been in 
the mouths of all of us for many months and it truly de- 
scribes all of the phases of the period through which we are 
living. No agency for public good has done more to acquaint 
the public with the conditions of the period through which we 
are passing than that great national journal that our speaker 
today represents. I take great pleasure in introducing to you 
Alexander Dana Noyes, financial editor of the New York 
Times. (Applause.) 


Readjustment After the War—Past and Prospective 


ALEXANDER D. NOYES 


Speaking as a visitor from the East, I want to express first 
the feeling which all of us must have, not only regarding the 
fine hospitality of the Pacific coast bankers but regarding 
the extreme value in a period of this sort of a matching of 
views and ideas on the immensely complicated problems of the 
day by the very men who will have to meet and solve these 
problems in their own affairs. And I would like to speak of 
something else, which is the sense that the Easterner in par- 
ticular has in coming on to the Pacific coast, of that growing 
and increasing and finally everywhere visible spirit of optimism 
regarding the economic and financial future. The late J. P. 
Morgan once made a remark during a period of deepest de- 
spondency following one of your great financial panics, that 
the man who is a “bear” on the prosperity of the United States 
will “go broke.” And I am inclined to feel that something in 
that same sense, something of the same feeling can be read in 
the minds of the people of this part of the country regarding 
the larger problems which are confronting now the whole eco- 
nomic world; that the man who looks upon those problems 
with despondency is the man who is looking backward; that 
the man who looks after them with hope, with a practical view 
to all the expedients by which they will be and must be solved, 
is the man who has the future in his hands. 

Yet, gentlemen, the American Bankers Association has 
surely never met in a national convention at a time when the 
business community was confronted with problems so far- 
reaching and yet so obscure, so obscure and yet so urgently 
pressing for early and proper solution. They present them- 
selves as they were not presented even at the signing of the 
Armistice. The immediate problems there were questions for 
the statesmen. In 1919 and 1920 the questions pressing at 
least in the American minds were questions about our own af- 
fairs, of American trade, American finance, the American 
credit situation, the American money market and the policy of 
the Federal Reserve. With all these incidental problems in 
the way of settlement we are perhaps for the first time fairly 
confronted with the immense problem covering the whole world 
which we must solve as we solved these problems of our own. 

As if to emphasize the scope of these problems, we have be- 
fore our eyes in a sort of dramatic climax at this very moment 
three of the. most striking occurrences in modern economic 
history: the fall in value of German currency almost to 
the point of worthlessness; the spread over Russia of a 
famine which threatens to be the most destructive and devas- 
tating in the history of Europe; and the accumulating in the 
hands of the United States, as a result of our gold imports, 
imports from thirty-five separate countries of the world, of 
~~ nearly one-half of the whole world’s monetary stock of 
gold. 

Readjustment after war is in some ways a pretty broad 
subject; it is in some ways perhaps one might almost say 
an intangible subject; and yet there is not one of us but 
knows it is a problem into which every other economic prob- 
lem must merge. The experiences of the past year and a 
half have taught us that it is not a problem of the former 


belligerent. states alone, and it is not a problem of Europe 
alone; it is a problem of the entire civilized world. And 
yet that financial instinct is entirely correct which indicates 
as the crux and core of the whole problem the conditions 
of those half dozen states in Europe, some of them now 
broken into smaller units, on whom fell the whole shock and 
strain of four years of war. 

Now, I am merely stating a commonplace in saying that no 
more baffling and confusing problem has confronted the 
financial mind for at least a century, and perhaps none of 
such scope has confronted it in the whole history of finance. 
And it is not strange that, looking at the trend of the Euro- 
pean financial situation, our people should very largely have 
come to a feeling of pessimism and despondency regarding 
this European situation, such as has not prevailed at any time 
since the closing of the war. There are thoughtful financiers 
whom we could hear occasionally nowadays say that, with 
circumstances as they are, they can see no hope for the re- 
construction of Europe. We began last summer to hear talk 
again of a bankrupt Europe and of a ruined world. 

It is because I personally hold an opinion altogether differ- 
ent that I am discussing the subject. These judgments of 
the European situation, as I see it, are distorted by the vision 
which cannot see the forest because of the trees. They seem 
to me to embody not only the misreading of economic history, 
but the misunderstanding of the human element in economic 
progress and the ignoring of certain perfectly well-known 
facts in the European finance of this very past year. There 
is no banker and no business man who does not realize that 
the world stands today at one of the great turning-points of 
economic history. Even in the confusion of 1914 it was a 
frequent saying that the world which would emerge from the 
huge conflict would not be the same world as that which had 
suddenly been precipitated into it. 

That it would be a vastly altered world politically, the 
manner in which the war was provoked and the character of 
the very first campaigns made absolutely certain. Possibly 
the business community was slower in foreseeing that economic 
conditions would be confronted with an equally disturbing 
change. Nevertheless, thoughtful financiers even then held 
to the conviction that when peace should return, the financial 
machinery of 1913 would seem as far away, belonging as com- 
pletely to another economic era, as the financial machinery of 
1800 seemed to the European business men of 1815 and the 
financial machinery of 1860 to the American business men of 
1865. Everybody knows today that the expectation has 
been absolutely fulfilled. History has been made with such 
amazing rapidity during the seven years since the war began 
that to most of us, when we think of the matter at all, 1913 
and 1912 appear almost as remote from the present-day 
economic situation and economic problems as 1890 or 1873. 

But recognition that it would be a changed economic world 
which would emerge from the great war by no means assumed 
foreknowledge of what the new conditions would be or how 
the business world as we had known it would adapt itself to 
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them. In those respects the war period was marked by a 
succession of utterly mistaken be-iets and erroneous pre- 
dictions. I need only mention the belief, which . powerfully 
influenced the markets when peace negotiations were discussed 
in 1915 and 1916, that the American grain trade would be 
demoralized by the huge mass of accumulated wheat which 
would move out from Russia to the outside world as soon as 
the blockade of the Dardanelles was lifted, and that European 
labor at starvation wages, lower than the pre-war level, would 
be turned into competitive production as soon as the armies 
were disbanded, driving American producers out of the market. 
I mention these mistaken views and mistaken predictions of 
war-time because the misconception of the facts which then 
existed did not stop with the ending of the war. We have 
no assurance that it has stopped now. Perhaps there was 
never in history so complete and disastrous an illusion regard- 
ing an economic situation as that of 1919, an illusion which 
was fully shared by our own business community, and which 
was based on the assumption that there was no limit to the 
rise of prices and that an enormously increased trade with 
Europe, Asia and South America would be conducted indefi- 
nitely on the basis of those prices and of a preposterous 
inflation of credit at American banks. 

The country and its banking interests know now, and very 
much to their cost, how completely the whole situation was 
misjudged in 1919. But if the business community was 
totally wrong in its view of the world’s economic outlook 
when every one was optimistic two years ago, how can we be 
sure that the almost unqualified pessimism that has prevailed 
more recently had any better justification? As a plain matter 
of fact, it has seemed to me that the judgment of the situation 
which now finds voice so generally, like the judgment which 
was then expressed, is characterized by absence both of 
historical perspective and of insight into the forces which 
make economic progress. 

First as to history. There has always been precisely such 
a period of despondency and pessimism about the future after 
every other great war. We are not hearing today the frst 
prediction of a ruined and bankrupt world, and this is not by 
any means the first time that even the economists have proved 
that the war could not be paid for. But the predictions have 
never heretofore come true; on the contrary, it is the strange 
testimony of history that after the period of recuperation, 
longer or shorter as the case might be, even the belligerent 
nations turned out to have become richer and economical’y 
more powerful than ever before, the world’s trade larger than 
ever before, and prosperity and accumulated wealth greater 
than ever before. In this I am not giving theories or argu- 
ments, but well-known facts with which all of you are familiar. 

These older prophecies of permanent ecnomic ruin rested 
on two fallacies—first, that trade could remain permanently 
in a state of paralysis when orie community was able to 
produce something which another community wished to pur- 
chase; second, that neither interest nor principal could ever 
be paid on an unprecedentedly large war debt because the 
taxes and revenues of the pre-war period had been insufficient 
to pay it. England was declared to be on the road to economic 
ruin half a dozen times and by her own economic writers, 
during the century of costly wars which ended with the 
Battle of Waterloo, and which raised the British public debt 
from £50,000,000 to £800,000,000. The total Federal revenue of 
the United States in the fiscal year before the war was not 
one-third of what was required solely for interest on the 
public debt when the war was over. 

Nobody in 1861 would have admitted the possibility of 
the American people, without impoverishing themselves in the 
process, paying aggregate annual taxes twelve times greater 
than they then were. But the American people did it and 
the lowest sum to which the annual tax revenue ever. got 
after the Civil War was more than seven times that of 1861. 
France was declared to be economically ruined three times 
within the compass of two centuries. She had not only been 
depleted of men and treasure, by the eventually disastrous 
campaigns of Louis XIV, of Napoleon and of the Franco- 
Prussian War, on all three occasions she lost, like Ger- 
many, large portions of her national domain. On the two 
later occasions she had to pay an indemnity to the enemy 
which was as positively declared impossible to pay by the 
Keyneses of that day as the German indemnity is asserted to be 
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today. But the economic history of France after 1720 and 
1815 and 1871 is an open book. 

I am quite aware of the danger of historical analogy. 
Because an unprecedented economic burden proved to be 
bearable fifty or one hundred years ago, it does not neces- 
sarily follow that a similar burden ten-fold or a hundred-ioid 
greater will be bearab’e today. Somewhere there may be a 
breaking point. Germany was nearly a century in recovering 
from the Thirty Years’ War, and the downfall of the Roman 
Empire was followed by six centuries of an industrially para- 
lyzed: Europe. We cannot therefore say that such results are 
impossible. But if we ask why the results followed in the 
one case and not in the other, we shall come across one 
exceedingly interesting fact in the history of the last century— 
namely, that the producing power, the wealth-accumulating 
power and the tax-paying power increased after every great 
war faster even than the huge burdens which had been piled 
on the shoulders of progressive nations. 

Indeed, I do not know why we need to go any further 
back than this very latest war to find the explanation. War 
debts of previously inconceivable magnitude were heaped up 
by the belligerent European states. But was the rate of 
accumulation of public debt any more inconceivable than the 
rate of increase in the tax revenue actually paid by the 
people? The one would have been declared as impossible 
as the other by the sober financial judgment of July, 1914. 

It is a common remark, by those who take the wholly 
pessimistic view of the situation, that the lately belligerent 
European states have as yet made little serious effort and no 
real headway toward getting out of the deplorable economic 
situation in which they were left at the return of peace. The 
continuing public deficits, the continuing currency inflation 
(notably in Central Europe), and the extreme depreciation at 
which those currencies now stand on the foreign exchange 
market are pointed to as proof of the assertion. Now as 
regards this argument, we must first remember that the similar 
period after the ending of all great wars was open to precisely 
the same contention. 

We are an impatient people and nowhere more so than in 
matters of high finance. Few if any experienced observers 
expected Europe to get on its economic feet in the first year 
after the German surrender, but when three years elapsed 
and the outward signs were more discouraging than they had 
been in 1919, it was human nature for the financial community 
to despair of any progress whatever. Yet surely we have no 


right to overlook the fact that it was seven pe after’ 


1815 before the Bank of England had resumed gold payments 
and its notes were quoted again at par. It was fourteen years 
after the ending of the American Civil War before the resump- 
tion of specie payments. Not only had our irredeemab!e paper 
currency been inflated further during that interval, but a 
strong political party was opposing any further return to gold 
values. More than four years after the surrender of Lee the 
American dollar was openly quoted at a depreciation 14 per 
cent. greater than in April of 1865, and a wild speculation 
for the fall in the dollar and for the rise in everything else, 
exact!y similar to what has lately been happening in Germany, 
ended in the collapse which the markets long remembered as 
Black Friday of 1869. 

My point is simply that if, in the case of two such nations 
as England and the United States, each destined at the time 
to a future career of unexampled financial prestige, the mere 
preliminaries of economic recovery from a great war were post- 
poned for seven and fourteen years after the return of peace, 
may it not be that we are unreasonable in our despair at the 
absence of spectacular recovery from a far greater war and 
less than three years after the termination of hostilities? But 
we do not need to rest on this consideration. Let us inquire 
what, in a concrete way, had to be done to put economic 
Europe on its feet, what, if anything, has been done in the 
three years since the armistice, and what remains to be done. 

The three outstanding problems of belligerent Europe when 
it emerged from war were plain to everybody. The enormous 
public deficits had to be removed, the terrific adverse balances 
of foreign trade had to be reversed, and the wholly unheard-of 
inflation of the paper currencies had somehow to be corrected. 
Has anything been done already in these essential tasks? The 
question of public deficits has been touched as a rule very 
ineffectively. England is a notable exception, for whereas in 
the fiscal year ending with March, 1919, her excess of public 
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expenditure over public revenue was £1,690,000,000, in the 
fiscal year ending last March her Exchequer reported a 
surplus revenue of £230,000,000, applied to redemption of debt. 
But Continental Europe presents a distinct'y unfavorable show 
of progress. It has yet to begin to grapple with the problem. 

In the matter of foreign trade, the history of the period 
since the armistice has been peculiar. During 1919 and a good 
part of 1920, the dislocation of Europe’s producing industries 
and shortage of supplies led to such imports of foreign 
products that the foreign trade even of England showed in 
the calendar year 1919 an excess of imports amounting to 
£662,000,000, as against £783,000,000 at the maximum of war 
time and only £134,000,000 in 1913. France even increased 
its import balance during 1919 and 1920. But in the case 
of that nation a very extraordinary change has occurred in 
the present year. During the first six months of 1920 the 
surplus of imports into France had risen to so huge a sum as 
13,900,000,000 francs, whereas in the first half of 1920 exports 
actually exceeded imports—something which had not occurred 
in any previous year since 1875, when the French government 
was still paying the Prussian indemnity. This remarkable 
achievement has not been duplicated by any other European 
state, but in all of them some progress has been made this year 
in cutting down the portentous import balance, particularly in 
their trade with the United States. 

There remains the question of the currencies. In this 
matter we have two very distinct sets of action and policy 
since the war on which to base conclusions. It is natural that 
the attention of a market such as ours should be drawn 
primarily to countries in which utterly unprecedented paper 
inflation has continued ever since the war and up to the 
present day. Whether because of the reparations burden or 
because of unsound principles of finance, Germany has been a 
notorious sinner in this regard, and I think the balance is at 
least even as between the two possible causes. 

At the end of the war Germany’s paper currency stood 
at 17,000,000,000 marks. to which it had risen from 1,900,- 
000,000 since July of 1914. From that 17,000.000,000 of irre- 
deemable paper money circulating in November, 1918, the 
German currency has subsequently been increased to 81,500,- 
000,000 marks, or nearly five times over in three years. Cer- 
tainly it is not to be wondered at that prices in Germany have 
inceased to seventeen times what they were in 1914 and that 
the mark has fallen on the foreign exchange market to a 
depreciation of 96 per cent. 

The Austrian paper currency, which should be worth 20 1/3 
cents, brings nine one hundredths of a cent on the. present 
market. The Polish mark is practically worthless; its govern- 
ment has actually increased the country’s paper currency 150 
per cent. from the huge volume already outstanding at the 
beginning of this present year, and it has more paper money 
in circulation than the largest total ever reached by the 
French assignats in the wildest days of the French revolu- 
tionary printing presses. In Russia at last we get to a country 
where a traveler literally has to devote a suitcase to carrying 
the paper money for his traveling expenses. 

Here is apparently economic chaos. It leads one group of 
opinion to conclude that these countries are economically 
ruined; and it leads another to question the possibility of 
economic rehabilitation in the world as a whole. It will not 
do, however, to accept either position without examination. 
It is not probable that any of the countries which I have 
just mentioned will ever redeem its paper money at par. In 
one way or another it will have to be publicly repudiated. 
But to admit that fact is something very different from 
asserting that their economic resources and their future 
economic power are crippled for all time. 

Does anyone seriously suppose that, if a sponge were passed 
over the paper obligations of revolutionary Russia—nominally 
valued now, I believe, in trillions—and if the present group of 
fanatics at Petrograd were replaced by a sane and intelligent 
government, Russia would not be one of the great economic 
powers of the modern world? Paper currencies have been 
cancelled before this when they had been inflated to a point 
of intrinsic worthlessness. It is a strange perversity which 
has blinded so many people to the fact that these very states 
of ours, now in the American union, were almost the first of 
all to try the paper experiment of Germany and Poland and 
to repudiate the paper when it had sunk to nothing. We know 
their subsequent history under the sound money. and the 


sound government of the Constitution. The 40,000,000,000 
francs of paper money issued by revolutionary France was 
entirely repudiated, yet France, under the sound-money govern- 
ment of Napoleon less than ten years afterward, became the 
most powerful and prosperous nation of the European world. 

These facts only prove that the real wealth of a nation 
lies in its natural resources and the energy of its people and 
that a nation cannot be economically ruined so long as it 
continues to possess these resources. But the facts do not 
prove that a government can resort to repudiation without 
forfeiting its right to govern, and they do not in the least set 
a pattern whose imitation great European nations such as 
England, France and Italy can consider. 

What then are those nations doing with their inflated 
paper currency? In 1919 and 1920, nothing—in France, Eng- 
land and Italy the paper money issues increased largely during 
that period of after-war inflation. But with 1921 a very 
notable change began. England, as might have been expected, 
was the first to take the matter in hand; it has moved but 
slowly, yet is gradually gaining control of its war-time cur- 
rency notes. From the maximum of £368,200,000 outstanding 
in December of 1920, this currency has been reduced *to 
£316,000,000, or nearly 15 per cent. But precisely as France 
performed the astonishing feat of turning a 13.000.000,000 
import trade balance into an export balance of 400,000,000, so 
it is France again which has shown the world: how a solvent 
government can handle an inflated currency if it has made up 
its mind to do so. 

The paper money issues of the Bank of France, which 
were 6.600.000,000 francs at the beginning of the war, got up 
to 39,600,000,000 in November, 1920. From that high figure 
the paper money has been reduced no less than 2,700,000,000 
francs within ten months. Considering how gradual the 
process of currency contraction always has been in the past, 
this is a very remarkable achievement. It has been effected in 
precisely the way which economic experience prescribes and 
it has been done with more courage than that with which our 
own specie resumption of 1879 was effected. 

The legislation on behalf of that resumption had agreed 
to the issue of government bonds to purchase gold for a 
reserve against the currency, but it had refused to consent to 
a bond issue designed to take up the paper money. France, 
recognizing that its inflated currency was largely put out 
to enable the government to meet its war-time deficit, has 
retired this 2,700,000,000 paper through selling long-term gov- 
ernment bonds, using the proceeds to pay off the government’s 
debt to the Bank of France and calling in the paper issued 
against that debt. Is it either fair or correct to assert that 
Europe is making no headway in solving the problem of 
economic reconstruction when we have before our eyes so 
notable a chapter of financial history as this? 

I have shown thus briefly what certain of the lately 
belligerent European nations have already accomplished. We 
have seen that others have accomplished nothing at all in the 
way of economic reconstruction; that, on the contrary, they 
have plunged deeper and deeper ever since the armistice into 
the morass of unsound finance, paper inflation, misused credit 
and public deficits. But I have also tried to show that under 
similar circumstances, though on a smaller scale, nations have 
passed through exactly the same experience in former years 
and have emerged from that experience without the ruin of 
the inflated currency states and without a ruined world. How, 
then, is the present world to struggle out of its present 
dilemma if it is really going to emerge from it? 

It is always easier to argue what will not happen than to 
point out what will. It was not very difficult in 1915 to prove 
that the prevalent idea of a short war brought to a close by 
economic exhaustion had no sound basis, but a much more 
difficult undertaking to show how the final finance of the war 
would be effected and in what condition the belligerent nations 
would be left when the war was over. The governments had 
to feel their way during the war, to surmount each seemingly 
unsurmountable obstacle as it came in sight. They will have 
to feel their way to economic reconstruction hereafter. But 
there are at least some things which will have to be done 
and whose achievement will really mark the path of return 
to normal economic conditions. 

Experienced banking opinion will probably agree that the 
process of economic recuperation will not be fully under way 
until the budgets of public expenditure in the greater European 
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states are at least approximately balanced; until their pro- 
duction is so far stimulated and their consumption so far 
controlled as to ensure an equilibrium of exports and imports; 
until the currencies of the larger states shall have been 
sufficiently reformed to make possible a reasonably stable for- 
eign exchange market, at a much nearer approach to parity 
than today’s. Real economic stability will possibly have to 
wait until the Central European states come to their senses 
in the matter of the suicidal trade embargoes which they 
have been imposing on one another. It may have to await 
some agreement on reduction in national armaments. It may 
have to be postponed until the inevitable day when, as a result 
either of the great famine or of an accumulation of other 
causes, the Red Terror in Russia goes the way of all previous 
dictatorships of mad fanatics. It may not be assured until 
experience shall have shown what Germany can pay on 
reparations account and how it shall be paid, and until Ger- 
many herself shall have adopted a sane and rational domestic 
financial program, 

Each of these achievements may seem to the eyes of 
present-day financial observers to be on the very remote 
horizon of economic uncertainty. Yet history has its lesson 
in these regards also, and we are bound at least to consider 
the probabilities in the light of human nature and modern 
civilization as tested in the past and in the light of the 
absolute necessity of these great changes if return to normal 
conditions of life is to be achieved. What American financier, 
looking at the group of bankrupt and quarrelsome American 
states of 1786, nearly at war with one another and confronted 
internally with armed rebellion by disbanded Continental sol- 
diers, could have imagined the American union of 1789, assum- 
ing the funded debt of the several states and entering its 
own great career of solvency and prestige? What European 
financier in the two or three years after the Battle of Waterloo, 
when Continental Europe was outwardly insolvent and when 
even English trade was described as having fallen into the 
most grinding depression in the memory of living men, would 
have predicted the British foreign trade and the Continental 
European markets of the nineteenth century? 

What Northern merchant or banker of 1866, surveying the 
devastated South, its repudiated paper, its social anarchy, its 
disfranchised governments controlled by Northern troops of 
occupation, would have predicted the South of 1880 and 1900? 
What political economist, studying the economic plight of 
France in 1871, with its armies surrendered, its capital city 
seized by communists, its government overthrown, its rich 
Rhine provinces torn away from it, a Prussian army encamped 
on its territory, and.a war indemnity of 5,000,000,000 francs, 
payable in cash within three years, imposed on it by the 
conqueror, would have ventured to picture a France which 
ten years later would turn out.to be the largest foreign 
investor in British Treasury bills and which in thirty years 
would be, next to England, the most important investor of 
its own capital in foreign countries of any market in the 
world? 

The conclusions, gentlemen, which I have tried in this 
imperfect way to set forth, have to do evidently with the more 
or less distant future. They cannot minimize the gravity 
and complexity of the problems which immediately surround 
the question of economic readjustment after the war. They 


give no excuse for relaxing the efforts of enlightened finan- 
ciers to resist with all their power the progress of unsound 
economic policies in Europe, and to bridge over, by all the 
expedients of sound international finance, the unavoidable 
period of economic chaos and distress. 

A good many more years are likely to elapse before ‘the 


greater part of Europe shall have emerged from the financial 
aftermath of the great war. We do not know what new 
chapters of industrial distress and financial reaction we must 
pass through before the readjustment is effected. What we 
do know is that there is no short and easy road of return 
to sound conditions; that with nations: whose wild inflation 
of currency and credit has brought them into their present 
state of economic chaos, the way out of it is through con- 
traction, and that contraction brings its own financial hard- 
ship and distress. 

Nevertheless, we have the testimony of all modern his- 
tory to prove that eventually the world will be able to meet 
these problems and surmount them. The financial world is 
slow in learning to accept the billion-dollar figure in public 
deficits, in depreciated paper currencies, in national debts 
and’ in adverse trade balances as only a measure of the 
magnitude to which the general scale of financial and indus- 
trial operations has risen. But let us never forget, first that 
if debts and paper issues and deficits and import surpluses 
are nowadays reckoned in the thousands of millions, so are 
the public revenues and the export trades and the loans made 
by investors to the governments. Even in terms of dollar 
values, the financial community of 1870 looked back at the 
days of 1860 as an era of small things, the infancy of finance 
and industry, and so did the financial community of 1830 
look back at 1800. Equally, it is the business of the banking 
community to keep in mind another lesson of history—that 
when the long and trying period of readjustment after a 
great war had at last been completed, the process of building 
up again the world’s accumulation of goods and capital has 
without exception led the way to a wholly unparalleled era 
of economic prosperity and progress. But for anything like 
this, Europe itself must prepare the way. 

When the new dawn of world-wide prosperity will come, 
I do not pretend to guess. What form the new prosperity 
will take, it is equally premature to predict. It is the hope 
of every thoughtful financier that we shall live to see a 
better world than the world of pre-war days—a world better 
financially and economically as well as better politically, a 
world as free from unbridled tyranny of capital as from 
blind and destructive restraint on capital. All that is for 
the unknown future to determine. But the responsibility 
of the banking community, notably in this country of ours 
which the war has placed in the forefront of international 
power and prestige and of economic usefulness in the work 
of readjustment, will be very great. It is largely in your 
hands, gentlemen, that the question will rest as to whether 
the foundations of the world’s new prosperity shall be built 
up on the constantly shifting sands of experiment or on the 
solid rock of sound finance. : 


THE PresIpENT: We are indeed greatly indebted to Mr. 
Noyes for that most able paper. He has pointed out the 
illusions, the economic mistakes, and the ignorance in periods 
similar to this in the past, and he has given us the clearest 
analysis of the economic facts pertaining to the present. Does 
it not almost inevitably lead up to the subject of the next 
paper, the necessity of “Economic Intelligence in Public Opin- 
ion?” And we have here one of the clearest and most 
forceful thinkers in these Pacific States. It is my pleasure 
to introduce to you Dr. Henry T. Suzzallo, President of the 
University of Washington. 
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Economic Intelligence in Public Opinion 
By DR. HENRY T. SUZZALLO 


The problems of American business seem for the time 
being to be international in scope. And a great many of the 
domestic problems which have created intense difficulties for 
the American business leader seem, for the time being, to have 
subsided. But it is precisely because that subsidence of do- 
mestic irritation in the interference of external elements upon 
the operations of business is a transient subsidence, that I 
wish today to emphasize the problem of domestic public 
opinion. 

You know the human race is very peculiar in its psychol- 
ogy, particularly when it operates under large grants of free- 
dom without large grants of intelligence. And all that you 
have to do in the United States of America (education not 
having caught up with freedom) is to give us a fairly pros- 
perous period and in that period each individual, with his 
right to think, begins to think about everything that he has 
no facts to think with. 

Now, I do not propose to be satirical in the discussion of 
what I regard to be one of the most fundamental problems 
in the future of American business, but I merely want to begin 
with a generalization, and that generalization is this: That 
the American people are sadly in need of an economic edu- 
cation, as manifested by the continuous tendency in other 
periods than this, where we are so badly frightened that we 
are willing to let the.men who know do; that in our American 
life we all need economic education more than any nation in 
the world, and for one simple reason. 

In the more traditional nations that have become repub- 
lican or more democratic in their organization, the masses 
of the people have not grown into that confidence and indi- 
vidual power to think and to assert that has characterized 
the growth of the American people under extreme free con- 
ditions; and the result of it is that the great. economic leaders 
of other countries have more to say to the common people, 
they are more readily followed on economic questions, and 
they have a larger influence, legitimate influence, with govern- 
ment, than is the case in the United States. That is the 
generafization with which I wish to begin. 

One has only to cite a few illustrations to suggest the 
long lines of evidence to support such a conclusion. England 
is the friend of British foreign trade. Until very recently 
the government of the United States has been the enemy of 
American foreign trade. (Applause). 

Let us take another illustration from that nation wonder- 
fully endowed with cooperation, but under-endowed with 
political morals, the German nation as it was before the war; 
and nowhere in the world was there such an organization of 
the public opinion of the controlling crowd in government 
supported on the firm foundation of the economic institution 
which was the basis of German civilization. You cannot seri- 
ously criticize the attitude of the German government toward 
German business. From the standpoint of the American citizen, 
however, you may severely criticize it from the standpoint 
of its domestic and international political morals. 

What is the situation in the United States? Why, as long 
as we are going to operate that great institution of business in 
the media of a democratic people that insist upon its right to 
aspire to better standards of living and to its right to correct 
evils that it believes to exist, then that business must recog- 
nize that it must take into account the state of the public 
mind, which, in a democracy, always will surround business. 
It is sloganized today under the expression, “Let us have less 
government in business.” I admit that there is a certain 
‘validity in that slogan that with our Anglo-Saxon traditions, 
that with the highly developed initiative of the American 
people, particularly in business, the government has not any 
right to engage in enterprises ‘where individual or corporate 
business organizations are adequate. (Applause.) The busi- 
ness that the banking organizations may handle shall be left 
to the banks, but what the banks cannot handle the govern- 
ment will be compelled to deal with, as in the case of the 
establishment of the Federal reserve system. Where, for 
instance, the great agricultural productivity of our country 
may be left to the individual, it should be; but where the 


issues of the public welfare involve such vast expenditures of 
wealth that no series of banking concerns can take care of 


- it, it may be necessary for the government to take hold of 


the great problem of reclamation. 

But there is a distinct limit, and that distinct limit is at 
the point where private business has not the resources to deal 
with an imperative necessity of public welfare. (Applause.) 
But I have no faith that the slogan, “less government in busi- 
ness” is ever going to be pushed to the point in this country, 
democratically organized, where there will be no government 
in business. There is going to be government in business 
just so long as there are abuses in business and no one will 
deny the right of a democracy or a republic which has the 
welfare of its people at heart, the privilege of. regulating pub- 
lic and private morals. The way of escape is in a different 
direction. We are all beginning to recognize that we have 
got to submit to a certain amount of regulation, not because 
personally as business men we believe in it—we have been 
reared on the old tradition—but because we accept it as the 
inevitable fact occurring so deep in our life that we cannot 
stop it, and so we propose to accept it and make the most 
of it. The answer is a correct one, that governmental regu- 
lation of business is going to be required by a democratic 
public opinion; and never more in the twentieth century, 
as perhaps in the fifteenth and sixteenth, will business men 
and business come back to that absolute freedom to do what 
it pleases with itself. Our task is to substitute one kind of 
government regulation for another, one founded upon sound 
sense and the capacity for understanding the limitations of 
the fiat of government, and then we shall have instead of a 
constantly irritated public opinion, dealing destructively with 
business, an educated public opinion dealing with it appre- 
ciatively and constructively. 

Our public opinion began to operate more or less vio- 
lently upon business because of political issues of our country 
changing about fifteen or twenty years ago. Great political 
questions upon which we were divided are no longer the ques- 
tions of political equality and self-government as they were 
about the time of the Revolutionary War; nor yet about 
the great issue of human slavery and the maintenance of 
the unity of a free people, as was the case about -the 
time of the Civil War. Our attention is not focused 
purely upon political questions. Our political questions 
are problems of social welfare and our problems of 
social welfare center chiefly about economic disputes. We 
live in an economic age where every man upon the street, 
because of the delicate structure of our palpitating economic 
life is constantly affecting his living and his aspirations, pro- 
ceeds to think about economic questions where before the 
individual did not think about it at all. Well, in the old days 
if something went wrong in the economic life of the man at 
the bottom he ascribed it to Providence and accepted it as 
part of his fate. Today there have been such conspicuous 
changes in the mind of the democratic individual that he no 
longer blames it upon Providence, nor does he in the whole- 
some, old-fashioned way blame it on to himself, but he 
blames it upon the system and the other fellow. Now, as 
long as that is true, as long as men will persist in giving 
some explanation to the difficulties in which they find them- 
selves and the intelligent economic leaders pay no attention 
to his education, he is going to think crudely and he is going 
to theorize ignorantly. And if he seems to have no adequate 
explanation of his own, so thirsty is the mind of the modern 
democratic American he will accept the most plausible ex- 
planation that the next wayfarer, who seems to sympathize 
with him, will give him. And so we have two conditions 
constantly operating in the United States on economic con- 
ditions. On the one hand, we have the massing of a large 
amount of ignorant individual opinion; and in the second 
place, we have the constant exploitation of the hunger of 
the man on the street for an explanation, by the dreamer and 
the idealist on the one hand, with no engineering sense of 
the fact df the economic realities and with no technique of 
operation, or we have the demagogues who exploit the dis- 
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contents and the passions of ‘men purely for the satisfaction 
of his own personal egotism. Now, such a condition could 
not exist if the natural, the experienced, the gifted and the 
trained economic leaders of the country, who are thinking in 
economic terms from day to day, would do their job individ- 
ually of educating men as they pass upon the great economic 
issues, doing it in a concentrated and organized way by seeing 
to it that the schools educate our youth in economic truth and 
that the press shall have wider use for the education of adult 
opinion. 

Of course, we realize what situation we have gotten into. 
We used to think that the institution of business was a rather 
tough instrument that could stand at all kinds of jolts. But we 
recognize that once a certain emperor stamped his foot upon 
the soil of Germany he shook the economic stability of the 
whole world. And we recognize that when a few Russian 
dreamers and exploiters proceeded in Russia to play upon 
the discontent of human nature, without keeping in account 
the fundamental facts of human nature, that the whole civil- 
ized structure of modern economic life fell back to the 
plane of barter. 

My friends, there is not anything in our life that is as 
delicately put together as our economic institutions. And 
particularly is that true in the face of two modern conditions. 
The first is that industry is tremendously expanding in its 
units of operation; capital cannot work without labor, labor 
cannot work without capital; banks cannot give credit to 
industry unless the- public saves money so that there may be 
accumulations out of human thrift for the purpose of pro- 
ductive industry. And when you tell every man he can do 
whatever he pleases under the gifts of modern liberty, the 
only way to make these units work, each with a specialized 
function, is to give them a common desire and a common 
aspiration that will give us the cooperation in business from 
every margin of this structure. (Applause.) 

There are only two fundamental ways by which men 
can be controlled. If a man wants to control you he has 
He has to 


either got to do it by coercion or by education. 
do it primarily by putting a club on the outside of your 
head or an idea or a wish or an aspiration upon the inside 


of your head. (Laughter and Applause.) And as we move 
away from coercion as a method of tying people together, 
the force of fear, we have got to move over to the other end 
and to the other instrumentality and to educate men into 
spontaneous and intelligent cooperation, because we can no 
longer force them to do their duty. Now, I honestly believe 
that American business men must forever accept an operation 
in the midst of a democratic opinion. Business cannot work 
just by understanding itself. It must understand the at- 
mosphere of public opinion around it. And that public 
opinion is made in just one of two ways, or by both: through 
the vigor of leadership which gets the confidence of the 
masters and summons the masters into followership, or by 
that intelligent education of the masters to appreciation so 
that in humility they will know what they do not know and 
with what knowledge they possess appreciate those who can 
solve the problem. 

The problem of economic education, therefore, falls into 
two distinct divisions. The first division implies the responsi- 
bility of a more highly educated economic leadership. The 
second division means the education of a followership. One 
is the education of the specialist in business who will under- 
stand not merely the processes, technical processes of industry 
and commerce, but will likewise understand the problem of 
educating and carrying along with him American public 
opinion. Within our lifetime business has changed from 
relatively simple to relatively complex conditions. Your sons 
could not step into your business and make your success 
merely through being in the business. You have grown up 
with the complexities and taken the problems on gradually 
and mastered them. You entered at the bottom, entered with 
simplicity, and arose by a day-to-day adjustment to changing 
conditions, But your son has to enter sidewise into the com- 
plex situation which you give him. A lot of you have made 
a great success without much technical education in banking 
or in the great industries in which you may be interested. 
And you assume, because you have done it, that he can do it. 
And he can not. Before he enters business that éxperience 
of twenty or thirty years must be accumulated for him in 
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terms of facts and principles as a background or foundation 
with which to enter upon his apprenticeship in business. And 
one of the solemn obligations of such an association as this 
is definitely to get behind the modern colleges and schools 
of business administration. I have been greatly surprised to 
see how perfectly willing we are in theory to cooperate with 
these great schools of business and how little the business man 
is willing to do when he comes right down to some specific 
service. I can give you my own experience. We have the 
largest school of business west of the Mississippi River. In 
an attempt to redeem economics from the visionary tendencies 
of pure idealistic theory we insist that every man who has 
been trained in abstract economics shall also be trained in 
the practical branch of the business which he teaches. And 
yet we find it difficult at times to put some of our men, for 
three months of the year, into some business enterprise, be- 
cause it is not just convenient to make the arrangement. So 
that that man’s business experience, which is two years old, 
cannot be brought up to date. Now, I believe always in dis- 
cussing things from the standpoint of realities. And we have 
tried in that same school of business to engage in another 
experiment, of combining apprenticeship with abstract theo- 
retic education. And so, running the year around, they get 
out into business for a quarter and then back into the uni- 
versity, making the two things supplement each other, and 
practical experience gives each man the vital reach for the 
facts that he needs, and the theoretic training explains what 
is done in the business. But I find it far easier, because the 
thing a long ways off always looks better to us, to get them 
to take our sixty or seventy Chinese students, who are 
assets for future foreign trade, and to pay them a salary while 
they are learning, but they are very cautious how they will 
take the American boy and give him the same privilege. We 
have been able to do it in merchant marine management. In 
other words, we do not want from the business man mere lip 
worship of a theory of cooperation. The cooveration must 
come down to a specific service. No school can ever train a 
business man. Forget it. We do not pretend to do it. Once 
you trained them entirely through apprenticeship and then 
you turned the whole job over to the schools and, of course, 
we could not do it. And now we are going back again and 
saying we can both do it together, we can give the theoretic 
aspects best and you can give the practical aspects best, and 
if they run together there will be a constantly vitalized mutual 
interpretation of each other. Our first obligation, therefore, 
is to get back of the great centers of business training. We 
found in our university that little was the interest of the 
business man in business education, largely because of the 
prejudice which I told you about, as most of you have come 
up without that training; but we have the best kind of labor- 
atory in the world because you are changing with conditions. 
We found, for instance, six years ago, that there were just 
sixteen boys majoring in the courses in business but one- 
fourth of our men were going into business every year, going 
untrained, without any knowledge of economics. The result 
of that was we proceeded to reconstruct our courses and 
terms to the places where our young men went. And today, 
instead of sixteen students we have 1,200 to 1,400 majors in 
business administration. This is due chiefly to the renewed 
interest of the business man in the sound education, economic 
education of his apprentices. 

But after all that is not ‘the most serious problem. The 
most serious problem is the economic education of all those 
men who do not go into business. One of the largest diffi- 
culties in our current civilization is due to the fact of special- 
ization. Away back in the seventeenth century, when you 
lived perhaps in the little New England village where every- 
body does the same kind of work, everybody lived in the 
presence of the same responsibilities, and nobody had to strain 
to understand somebody else—but have we done now? Why, 
each one of us begins early in the morning to run down the 
narrow alley of workmanship, highly specialized, and so in- 
tense is modern business that he keeps his eyes right in front 
of him, does not see either to the left or the right of him. 
And out of that difficult situation due to the blindness of 
specialization, one man cannot understand the other fellow’s 
problems. And that is one of the largest irritations that we 
have in American business. The farmer does not understand 
the banker. The laboring man does not understand the cap- 
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italist and the manager. The man of science, possessing the 
foundation of all technology, is not comprehended and appre- 
ciated by the great industrial leaders. I want to say that it 
is absolutely unsafe to specialize human workmanship unless 
you leave appreciation in place of the jobs left behind. And 
the most important problem in economic education is to edu- 
cate the men who are not primarily in business and who are 
not so located as to be educated by its pressures from day 
to day. A course in economics to make a man a good citizen 
is the most important job in economic training. (Applause.) 
What have we done? Nothing—below the universities. And 
what have we done in the universities? Well, I am ready to 
say without any reflection upon my instructors that the vast 
amount of economics which I took as an undergraduate com- 
pletely earned the title of the dismal science. It was abstract, 
like a bit of artificial logic. I went through it trying ear- 
nestly to understand it. But that it had anything to do 
with the real world or human wants and the supplying of 
human wants I did not really guess until I was through with 
the courses. (Laughter.) It was too abstract. Now, the 
schoolmaster is a person that you are going to lean on, says 
your committee, to get better courses of- instruction in eco- 
nomics. Now, do not lean on him too hard. I am a school- 
master and I can tell you why you ought not to do it. The 
schoolmaster and the schoolmistress—and let me say this, 
because you may forget it—is the best citizen in America, 
next to the mothers of families. (Applause.) And I object 
to the constant sneer of the business man toward the teacher. 
I can make twice as much money in business, could any time 
in the last half-dozen years, than I can in teaching. But 
somebody has got to stay on the job to take care of what 
the family neglects and what the business man fails to do in 
economic education. (Applause.) But you must not expect 
us’to do jobs we are not built to do. And with all the modern 
wonderful qualities of the modern underpaid school teacher 
there is une thing she cannot do and I am going to explain 
why. You know we have been very largely reared, we school- 
masters, in just two institutions and those two institutions are 
the home and the school. Both institutions for the produc- 
tion and training of juvenility. They were not devised, these 
two wonderfully attractive institutions, to chuck you out into 
a great world and make you fight its battles and under- 
stand its great, complicated conditions. Your mother started 
you to school and she said: “Go straight to school and take 
no side looks at the world as you go.’ And when school 
was over and you were ready to start for home, the teacher 
told you the same thing: “Go straight home, and do not 
stop to look at anything on the way.” (Laughter.) And 
most of our teachers have gone straight that way, from 
grammar schogl into high school and the university, with only 
a few side glances at the real world. Of course, we had the 
theory of it, but it had never been hammered out on the 
anvil of actual conditions. And, of course, when we proceed 
to teach economics we teach the everlasting truths of eco- 
nomic science. But you know we do not always know how 
to give concrete illustrations so that it will catch hold of the 
individual mind. From a practical world we find ourselves 
unskilled in drawing illustrations, and then we are not always 
sure which principles are most important. Now, we are get- 
ting over that disease because we are beginning to require that 
the schoolmasters be trained in economics, that they shall be 
trained in social science and in political science. And I am 
going to give you an illustration of the sort of thing going 
on in my profession, because it suggests an important job 
for you. The illustration I am going to give is a very 
simple one. It is from the field of spelling and I know you 
will appreciate it. You know, when we looked over the ten 
text books in spelling most widely used in this country we 
found the children were taught all the way from 6,000 to 
14,000 words, with an average of about 9,000. The average 
child at the seventh or eighth grade only had use for about 
2,000 to 3,000. Well, the first thing we did was to cut down 
the number we taught him and the second thing we did was 
to take business letters, correspondence, thousands and thou- 
sands of compositions, and study the most frequently used 
words, and the most frequently misused words. And today 
we are economizing by teaching 3,000 words instead of 9,000, 
and the 3,000 we teach are the most frequently used and the 
most frequently abused. How does that apply to economic 
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teaching? Very simply. This American Bankers Association 
should not depend upon its business men to work out a policy 
in the form of committee action. I have been interested in 
this question of sound teaching of economics for a good many 
years and I think you ought to have a professionally staffed 
and continuous bureau of economic education to help the 
schoolmaster to find out which are the most current economic 
fallacies troubling public opinion and disturbing economic life. 
Well, they taught me all the economics in the book, but if 
I had asked the twelve or fourteen most important principles, 
it would have saved my time and my education would have 
been more practical. 

We need a survey of current economic fallacies to become 
the backbone of a course in economic teaching, and the 
schoolmasters cannot move until we have a survey of current 
social opinion to tell us what those current fallacies are; and 
there could be no more important work upon the part of this 
Bankers Association than to provide the important subject 
matter for economic teaching. There is another reason why 
you should do it. The schools are always more or less ideal- 
istic. If they were not, they would not be any good. If your 
mother did not teach you better morals and better ethics 
than you used on the playground at school, she would fail in 
her duty. You have got to have more ideals when you go 
into the rough and tumble of life. The school, like the 
church, is more or less idealistic. 

And your second great difficulty, which must be added to 
the danger of the course being abstract and not properly 
selected, is that you cannot trust the teaching of economics 
to the average teacher unless that teacher is thoroughly well 
trained in the realities of economic life. Economics to be 
wisely taught must be taught under the influence and the con- 
stant criticism of the business man. Those, then, are the 
two difficulties that I call to your attention. 

Now, just a few words more. It is apparent that the 
business men of this country are reversing their attitude 
with reference to economic intelligence in public opinion. You 
are the natural leaders, and you have a solemn obligation. 
You proved it in 1896. The most wonderful political school 
to which the people of America have gone was that education 
in economics upon the silver question in 1896. And who did 
it chiefly? The bankers. And why are the bankers espe- 
cially responsible? Because the banking institution is the 
top and center of modern industry, agriculture and commerce. 
We cannot do business without you. You touch the deposit- 
ors; you touch the borrows; you touch them all. You will 
be the heart, or better still, the very brain of the economic 
system. 

Now, of course, you have succeeded in starting the whole 
country in the direction of thrift. That is good for bankers 
as well as for the public. And I want you to think of 
economic education the other way around—good for the public, 
also good for bankers. 

The trouble with the economic education that has been 
given thus far by business men is that it has been what I 
call trouble-period education. You did not educate the 
people much before you got into the dangers of 1896. When 
did the business man, particularly bankers, begin to advertise, 
which is a good method of educating the adult man? Only 
when the understandings of banking became deeper. When 
did the business man begin to give a lesson in economics to 
the public? When there was a great strike,~when they 
wanted to put their side before the people, because they know 
that in the last analysis public opinion wins the fight by 
strengthening the opinions on your side and lessening the 
support of those who are opposed to you. 

We have had a crisis.. That is not the time to educate 
the American people; that is the hardest time to educate them. 
If I am fighting with a man in a red-blooded way, and all my 
passions are aroused, it is hard to get my cold idea into his 
hot head. The time to get a cold idea into a man’s head is 
not when he is fighting, but when he is cool. The best edu- 
cation is preventive and not corrective. 

I urge upon the American Bankers Association the neces- 
sity for a great constructive policy calling for the economic 
education of the American people, because you are never 
going to be able to operate outside the influence of public 
opinion. It will always tend when irritated to operate through 
the government. That education shall strengthen economic 
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leadership of business in colleges of business administration. 
But more important than that task is to put into the mind 
of every American citizen, from the fourth grade up, simple, 
concrete facts and truths bearing upon economic questions. If 
you don’t do anything more to a child in the fourth grade 
than to teach him that price depends upon wants and sup- 
plies—if you can do that one thing alone, you will recon- 
struct the whole attitude of the American people. And if you 
can put another little simple principle alongside of that and 
tell the average man that how much you get is always lim- 
ited by the price of production, you have accomplished another 
great thing. Now you may not always get it, but what you 
can aspire to get is absolutely limited by the cost of produc- 
tion, and if you hold back production, what you get is re- 
duced, and if you increase production you have got a larger 
fighting ground for yourself. If you can put that second 
simple principle alongside of the first, in the fifth grade, and 
do nothing more, about half of our difficulties in efficiency 
in business will disappear. (Applause.) 

Now, I am not trying to suggest a course of study, but 
I am merely putting the problem to you with the idea of stim- 
ulating you and arousing you to a complete and constructive 
program. The careful training of economic teachers, not de- 
pending merely upon counter-propaganda when you are up 
against the trouble-propaganda against you—which has been 
the chief method of education employed by business men—but 
real education. The difference is perfectly simple. Propa- 
ganda is telling the truth favorable to you yourself, and the 
truth unfavorable to the other fellow. And education is tell- 
ing both the agreeable and disagreeable truths about both 
yourself and the other fellow, and telling him what you are 
going to do about it. 

My friends, in our American democratic civilization, we 
chiefly voice our aspirations in spiritual terms, in terms of 
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individual, of political morality. But this must be remem- 
bered, that if civilization at top is a spiritual fact, dependent 
upon science and religion and sound morals, that same civil- 
ization at bottom is an economic fact; and to educate a man 
spiritually without giving him a glimpse upon the economic 
realities, is to build a house without a foundation. The 
standard of life spiritually of every American citizen is 
dependent upon our economic prosperity; and in America, 
unhampered and powerful and moral economic leadership can 
only operate when the masses have that economic intelligence 
and appreciation which, acting through public opinion, makes 
government aid the business—constructive in business in- 
stead of a detriment that is destructive to economic pros- 
perity. (Great Applause.) 

Tue PresipENT: That address is a inspiration to all of 
us. It comes most opportunely. It could well be regarded 
as a set of principles of public education which could be 
adopted by this Association in its great campaign for eco- 
nomic education, which campaign has been originated under 
the leadership of J. H. Puelicher. It also leads up, in a 
general way, to the next subject, because there is no agency 
upon which common welfare in this country is so dependent 
as the railroads. And we have with us the president of the 
Southern Pacific Company, who has for years been a con- 
structive force in the upbuilding of public thought, to speak 
to us on “How Public Opinion Can Restore Railroad Credit 
and Public Prosperity,” which leads in a natural and a logical 
way to the completion of our program today. I am going to 
introduce to you, with great pleasure, William Sproule, presi- 
dent of the Southern Pacific Company. (Applause.) 


How Public Opinion Can Restore Railroad Credit and Public Prosperity 


By WM. SPROULE 


I wish to begin by expressing my sense of obligation at 
being permitted to participate in the program of this great 
convention, in the midst of the weighty subjects which are 
at the bottom of its deliberations. And before going to my 
subject, I wish to say a word of tribute to the brilliant 
financial survey of the conditions in this world today by 
Mr. Noyes. It is an inspiration in that it lifts us out of 
the confusion and chaos of thought in which the world is 
plunged today into the higher aspects of the development of 
the human race and into a knowledge of the fact that we 
do not make any mistake if we have faith in the triumph of 
civilization, faith in the triumph of orderly government, and, 
above all, he has given us large and eloquent reasons for 
renewing our faith in the destiny of the great nation under 
whose flag it is our privilege to live. (Applause.) 

In the economic discourse of Dr. Suzzallo, to which we 
have just listened, there are profound suggestions, and 
through it we can all glean that the greatest power in this 
country is the power of public opinion, and that well-founded 
public opinion is the root of the real progress of the nation. 
That has been so well expounded to us that I may humbly 
say that I feel strengthened and fortified in the suggestions 
which I will now venture to put before you, more partic- 
ularly with respect to the relation of the railroads to the 
problems of the time, and, consequently, to the problems of 
all the people of this country. The hour grows apace, and 
so I shall not do more than touch upon a few of the high 
spots of the subject. 

To begin with I believe public opinion will do more than 
either railroad men or bankers can do to bring about that 
improvement in conditions which is the need of the time. 

The problem is how to reach the people so that the 
public may be correctly informed and that public opinion, 
thus enlightened, may move in the direction of national 
well being. 


By the public I mean the average man, the man in the 
street. He desires to know about our business, but he is 
accustomed to deal in easy and familiar terms, and unless 
the facts are presented to him in that form which attracts 
his attention, and which he can understand without serious 
mental effort on his part, our efforts to inform him fail. 

I have heard doubts expressed about the public being fair, 
and yet I have an abiding faith that if we can get before the 
people the basic facts of our business, its principles and 
practice, they will endeavor to do the wise thing, and they 
are very apt to do the direct and wholesome thing. If we 
can but get the public to understand our difficulties they 
will help us. 

The public need to understand 
better than they do. Hence the banks have gone into the 
business of publicity. The people need to understand the 
railroads better than they do, and we need the help of the 
bankers to put the case of the railroads before the people as 
something important to every financial institution. 

With this object in view I would invite your attention 
afresh to a few factors in the railroad situation that must be 
of interest to everybody who desires an understanding of the 
situation in which the largest single interest in this country 
finds itself. That interest, it is needless to tell you, is the 
railroad. 

First, the public should understand that the Railroad 
Funding Bill now before Congress should pass. But the force 
of public opinion behind it is needed to have it passed. The 
public have the notion that it is some kind of a gift to the 
railroads, a gift of $500,000,000, instead of which there is 
no gift about it. It does not propose to give the railroads 
a single dollar. The fact is that during the time of war the 
government had the railroads and ran them. The govern- 
ment made large capital expenditures for improvements and 
the railroad companies had neither the railroads nor the 
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money with which to make the improvements. The govern- 
ment has since returned the railroads to their owners, and 
still there is no money to pay for these improvements. The 
railroads are simply asking that the debts be funded as any 
other public debt would be, so that the payment of the 
debts may be extended over a period of time upon an 
interest basis. When the government made the expendi- 
tures the amounts were charged up to the railroads, with the 
intention that these sums should be deducted from the 
standard return guaranteed to the railroads for the war 
period. But not only are the railroads not in position to 
pay these amounts at this time, but the situation is worse 
than that. For most of the railroads, including most of the 
great railroad systems of the country, have not so far been 
able to collect any of the money due them from the govern- 
ment for the guaranty period. 

All the railroad companies got out of the Federal period 
is, first, a load of debt because of capital expenditures in- 
curred by the government; secondly, the promise of a guar- 
anteed return, which promise in large part remains unful- 
filled and the railroads are without the money, and thirdly, 
they were left with a huge labor bill, so huge as to be to the 
present day a burden upon transportation that is only 
partly borne by increases in freights and fares, and although 
but partly borne, is causing keen criticism from the people 
who pay those freights and fares. 

Very few realize what those burdens are. I have seen it 
stated in print by well informed men of affairs that the 
trouble is with the Adamson Act. That is only partly true. 
The trouble began with the Adamson Act, which foisted 
the eight-hour-day theory upon the railroads and the con- 
tagion of it has since spread into most other industries. 
But the Adamson Act did increase the railroad labor bill by 
some $271,000,000 in 1917 over the year previous. 

The war period, however, carried the railroads along into 
1920 and the United States Railroad Administration during 
the brief period of four years raised wages from $271,000.000, 
increase in 1917, to more than eight times $271,000,000, or 
$2,230,000;000 in 1920. This vast increase in 
not represent increase in the public service. indeed, 
represents 152 per cent. increase in railroad ae ao 
penses for wages, to gain what? To gain not quite 8 per 
cent. more hours of service. 

At the same time the railroads are weighted down with 
these difficulties the burdens of taxation has also grown, and 
in the increases of taxes you can all depend upon it- that the 
railroads have not been spared. In every way in which it 
has been possible to increase taxation upon the railroads it 
has been done. 

While contending with all this, an important part of the 
money gathered in taxes from the railroads has been turned 
into channels of competition with the railroads. 

The trans-continental roads are in the hopeless fix of com- 
peting with United States Shipping Board vessels which do 
business between the ports of this country at a loss and for 
those losses the railroads have been taxed. 

The roads were taxed to help build the ships in the first 
place and are now being taxed to continue their operation 
at a loss in the second place. These high costs of shipping 
enter into the railroad difficulties and are part of the in- 
creased freights and fares the people have to bear. 

Nor is the competition by ship all the competition the 
railroads have to face. The cities and counties have in the 
past few years built highways of hard foundation and smooth 
surface largely paid for by taxation of the railroads. Along 
these highways ply motor buses often holding as many as 
forty people, and motor trucks ply in trains of two and three 
cars big as railroad freight cars and each designed to carry 
several tons. 

The railroads were taxed to build these highways and are 
being taxed to maintain them. In the meantime the high- 
ways are being broken down. Built as highways of easy 
communication for all the people, they have been perverted 
into highways of transportation for hire and have become 
in fact free highways for the carriers of freight and pas- 
sengers, while the steam railroads must still stick to their 
own right of way and pay heavy taxes for the privilege of 
doing business over road beds of their own construction. 
Now that the highways are being smashed to pieces under 


’ by this own rulings. 


the pounding of these ponderous vehicles the great body of 
people who desire to enjoy these highways are beginning to 
sit up and inquire where they get off; and the answer is more 
taxes, both for the people and for the railroads. The new 
slogan is “Build the road to carry the load,” and if these 
people have their say who do their business over these roads 
for hire, they will build a road that will'cause the people of 
this country to carry a load of taxes under which they will 
stagger and fret for many a day. They will first have to 
build a taxpayer who can carry the load. 

Thus there are combined against the railroad war time 
wages, war time taxes and increased competition by ship 
and highway for which also the railroads are taxed, until in 
1920 taxes alone against the railroads amounted to $279,- 
000,000, whereas the return on the capital invested in the 
railroads amounted in that year to only $62,000,000. Think 
of it—$279,000,000 in taxes against $62,000,000 in return on 
the money in the business; four and one-half times as much 
for taxes. 

Allow me to turn to another aspect of the labor question. 
You will recall that the President and Congress were scared 
into the Adamson Act in 1916. Now let us see what has 


happened. 1920 was the last year of government control of 
operations. The roads were turned back to their owners in 
1920. In that calendar year the wages paid by the railroads 


in this country exceeded in amount the total gross earnings 
of the railroads in 1916. I repeat, that the railroads of the 
country, familiarly known as “Class One,” paid out in 1920 
for wages alone a sum greater than all the money they took 
into their treasuries as gross earnings from operations in 
1916. In other words, if the railroads in 1920 paid no taxes, 
no rentals, no interest and no dividends—paid for no fuel 
or material or supplies, paid no claims and no insurance— 
if they paid in 1920 nothing whatever but wages, the wages 
they: thus paid in 1920 were more than their total gross 
earnings from operations in 1916. [Their gross earnings 
in 1916 were $3,596,865,766. The wages they paid in 1920 
were $3,698,216,351, an excess of $101,350,585.] 

I submit to you that with the railroads in this fix it is 
idle to talk of remedy by reductions in rates. The fact is we 
are face to face with the cumulative effect of the Adamson 
Act and the acts of the United States Railroad Adminis- 
tration in all their bearings, including the so-called “Na- 
tional Agreements” to which the railroads never agreed and 
in which the railroads had no voice whatever. The 
“National Agreements” were war mandates from the 
Director General to the Federal Managers. 

We have to address ourselves to these cumulative results, 
and happily if the public be fully informed public opinion 
will bring about the remedy that is necessary. 

The Adamson Act is still on the statute book, but let me 
tell you that the Adamson Act has been superseded for all 
practical purposes by the Transportation Act of 1920. The 
rate adjustments and so-called “National Agreements” all 
are superseded by the authority granted under the Trans- 
— Act of 1920 to the United States Railroad Labor 

oard. 

That Board is today the national government to all 
intents and purposes in dealing with disputes between rail- 
road employers and employees regarding wages and working 
conditions. 

Today the Adamson Act is in effect, the acts of the United 
States Railroad Administration are in effect as to wages 
and working conditions only to the extent that the United 
States Railroad Labor Board elects to keep them in effect 
So long as they retain them in effect by 
their rulings, the burden will be borne by the railroads and 
by the public, and to whatever extent the board releases the 
railroads from these burdens to that extent only will relief be 
forthcoming. The relief so far obtained has only been frac- 
tional, and the board still has the subject under consideration. 

Meanwhile, discussions are going on in the public prints 
as if the Labor Board decisions on wages and working con- 
ditions were to be respected at the whim of the parties in- 
terested, or to be thrown out of the window if unsuited to 
their purposes. But that is not the status of the United 


States Railroad Labor Board. When the Board speaks in 
deciding wages or working conditions, it speaks as the voice 
Three mem- 
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bers represent the carriers, three represent the railroad em- 
ployees and three are selected to represent the public. The 
President names all nine, but at least one of the public three 
has to concur in any decision handed down; and the sooner 
we get to a knowledge of the fact that the Railroad Labor 
Board is the voice of the government, and represents the 
public at large, the less misunderstanding will there be as to 
where we stand. 

But it takes the support of the public to let the Labor 
Board know when it does speak for the public. If the public 
will but realize that the Labor Board represents them 
and that its wage decisions affect not only the railroads 
directly, but indirectly the rates of wages everywhere, the 
public will take more interest in being properly informed, 
and in adequately informing the Labor Board upon pending 
questions. The war is over, but the “thunder of the captains 
and the shouting” are still heard, and if the general public 
are not careful the Labor Board may mistake those noises 
for the voice of the people. 

Hence the view that it is public opinion which will bring 
about a restoration of such normal conditions as will serve 
to restore railroad credit, and this restoration will go far to 
restore public prosperity. There never has been prosperity 
when the railroads were prostrate. The railroads are an 
integral part of the national life. They are so large a factor 
in the finances of the nation, and in the incomes of the 
people, and in the insurance and savings of the people, that 
it is impossible for the nation to be prosperous when the 
railroads are prostrate. But unless those concerned in these 
subjects make it their business to inform the public so that 
the man in the street, and the woman too, will have sound 
information on these grave questions, the present uncer- 
tainties may continue. 

Finally when the necessary adjustments are made in the 
railroad world, including wages paid only for work done; 
when the absurdity is abandoned of running ships at a loss 
and taxing us for the losses; when the absurdity becomes 
manifest of building highways for competing carriers to use 
free as against invested money of the hundreds of thou- 
sands of citizens who have put their money in good faith 
into the railroads; when the government pays the railroads 
in good faith the money it owes them; when the excess profit 
taxes and the pernicious sur-taxes on personal incomes are 
disposed of in the way the Secretary of the Treasury recom- 
mends; when our import and export tariffs are fixed on a 
basis under which foreign nations can buy from us and we 
can sell to them; only then will this country be in a position 
to start on a new career of business expansion and industrial 
development. -Business cannot move until the way has been 
cleared for it, for business is the life blood of the nation and 
it must have free flow if the nation is to be healthy. 

There is nothing wrong with the nation as a basic ques- 
tion. Let’s get rid of the confusion and the wastes. Above 
all let us get rid of our prejudices. Let us stop trying to 
punish success, and again give every man an opportunity to 
go forward. In this young nation there is room for every 
gradation of talent, and supremely is there room for the 
constructive genius of such men as have in the past decades 
done so much for the progress of this great country. 

The hysteria of the war served its purpose, but the war 
is over. Let us now as a nation return to sound principles. 
Let us take measures to revive enthusiasm of the men of 
business. Without that enthusiasm little can be done. Let 
us make room for more of the play of individual initia- 
tive and allow success the reward of merit. Let us rekindle 
ambition in young and old. Let all know that we are not in 
any new found world, but back in the same old world, with 
the same old duties and the same old incentives for doing 
them. Let us help, too, in forming a sound public opinion, 
founded on correct and diffused information, relying upon 
well informed public opinion to aid in bringing about those 
improved conditions which will advance every public in- 
terest, and of those interests the railroads are an inevitable 
part. 

To conclude, in public matters public opinion is the only 
great moral force in this country, and if we will do our part 
as the public expect us to do, in forming that public 
opinion, remedy will result and all will prosper together. 
(Applause. ) 
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Tue PresipeNT: For that clear enunciation of the subject 
we are indebted indeed to Mr. Sproule, and I do hope that 
this Association will be able, through its Committee on Resol- 
utions, to adopt some of these very practical suggestions. 

Before we adjourn I want to say that tomorrow will be 
a day of great interest, and also, I hope, of great benefit to 
American commerce. The question of what this nation is 
going to do in the way of creating financial machinery to 
take care of the excess production of this country will be 
discussed fully. I ask the attendance of all of you, and I 
also ask that you try to be prompt. It is a little difficult to 
conduct the proceedings when members are constantly coming 
in, and I have received here on the platform several sug- 
gestions from delegates asking if I will not convey to the 
Convention generally the hope that the members will be 
prompt so that the proceedings can go forward smoothly. 
If there is no further business, the convention will stand 
adjourned until 9:30 in the morning. 


Third Session 


THURSDAY, OCTOBER 6 

PreEsIpDENT Drum called the convention to order at 9:30. 
The invocation was pronounced by Rabbi Efgar F. Magnin. 

PresIpENT Drum: I have the following telegram from 
Eugene Meyer, president of the War Finance Corporation 
in Washington: 

“On behalf of Board of Directors I desire to extend greet- 
ings of War Finance Corporation to American Bankers As- 
sociation in session at Los Angeles. The board seeks and 
earnestly desires the fullest cooperation of the whole bank- 
ing fraternity in administering the new powers rec€ntly con- 
ferred upon it by the Congress. It is especially anxious to 
have bankers in various communities get in touch with and 
cooperate actively with the committees appointed by the War 
Finance Corporation to aid it in the administration of the act. 
They can unquestionably be of great assistance to the com- 
mittees in working out plans by which the facilities offered 
by the corporation can be made promptly and effectively 
available and thus aid in bringing about more stabilized con- 
ditions in our great agricultural industry.” 

I am going to ask that the telegram be referred to the 
Committee on Resolutions for appropriate action. 

I also at this time want to present a supplemental report, 
as President of the Executive Council. Last Monday evening 
the Executive Council adopted a resolution recommending 
that in cities over 100,000 branch banking by national banks, 
similar to branch banking by state banks, be authorized. 
Last evening, upon my motion, the Council rescinded this 
resolution. The reason for the rescission was this: It de- 
veloped there was an unalterable conflict between the Na- 
tional Bank Division and the State Bank Division with 
reference to branch banking. Under our new constitution 
situations like these are left to the divisions themselves for 
decision and are not matters for discussion by the Asso- 
ciation. That is the order in this particular instance. The 
National Bank Division can take such action as it sees fit 
under the terms of the constitution, and the State Bank 
Division can do likewise; and there is nothing from the 
Executive Council to bring before this body. 

The first report that we have this morning is that of the 
Commerce and Marine Commission. 

Mr. McHugh, the Chairman, is not here, and Mr. Fred 
I. Kent will read the report of the Commission. 
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Report of the Commerce and Marine 
Commission 
By JOHN McHUGH, Chairman 


The events of the past three years have signally demon- 
strated the correctness of the judgment of the American 
Bankers Association when, at its Annual Convention, held in 
1918, two months before the signing of the World War 
armistice, it went on record as to the absolute necessity of 
acquiring foreign markets for our greatly increased national 
production. At that time a resolution was adopted, pledging 
the Association “to provide, as rapidly as possible, adequate 
facilities for financing export operations sufficient to meet 
every reasonable demand that may arise.” 

Pursuant to the adoption of this resolution and in con- 
formity with its spirit, the Association authorized the ap- 
pointment of its Commerce and Marine Committee, which 
last year became the Commerce and Marine Commission of 
the Association. 

The work of the Committee was initiated with all possible 
promptness. Many important matters have been handled by 
it for the Association, but the most important has related to 
the providing of adequate financial facilities for America’s 
foreign trade. The reports of the Committee and Commis- 
sion, all of which have met with the unanimous approval of 
the Executive Council of the Association and of the Asso- 
ciation itself, developed the p!an for the formation, by the co- 
operation of commerce, finance, industry and producers and 
investors generally, of a foreign trade financing corporation 
under the Edge Law amendment to the Federal Reserve Act. 
In the development of this plan by the Commerce and Marine 
Committee, the greatest care was exercised not to exceed, 
in any particular, any authority given by the Executive 
Council of the Association or by the Association itself. 

Pursuant to the resolution adopted at the last Annual 
Convention of the Association, this foreign trade financing 
plan took definite shape, in steps to bring. about the organi- 
zation of the Foreign Trade Financing Corporation. The 
resolution authorized and empowered the President of the 
Association to request an adequate number of representative 
bankers and business men to meet, and, if it should appear 
advisable and practicable to them, to appoint from their 
number a committee to take steps in accordance with the 
plan developed by the Commerce and Marine Committee, 
to form a foreign trade financing organization, with adequate 
capital and a responsible and thoroughly efficient personnel. 

In the report made by the Chairman of the Commerce and 
Marine Commission to the Executive Council of the Asso- 
ciation in May, 1921, there was presented a résumé of the 
events following the adoption of this resolution, including the 
assembling of the nationally representative Chicago Con- 
ference, called by the President of the American Bankers 
Association; the initiation by this Conference of the forma- 
tion of the contemplated corporation through the appointment 
of a Committee on Organization, and the work up to the 
first of May, 1921, of that Committee. In the report to the 
Executive Council emphasis was placed on the fact that, 
while it was clearly brought out at the Chicago Conference 
that the American Bankers Association simply presented the 
foreign trade financing plan for consideration, the develop- 
ment of the plan is, necessarily, of the greatest interest to 
members of the Association. 

In the report of the Economic Policy Commission to the 
Executive Council, at the same meeting, reference was made 
to the part devolving upon the United States in world 
organization, and it was said that “we should have our ma- 
chinery set up and in readiness, and it is agreed that the plan 
proposed in the Foreign Trade Financing Corporation, organ- 
ized under the auspices of the American Bankers Association, 
is of the character that must be used for the purpose. Nobody 
has proposed anything better or anything different, and it 
affords the most feasible means of combined effort.” 

The President of the American Bankers Association, in 
his report to the Executive Council, reviewed the action 
of the Chicago Conference, calling attention to the agree- 
ment, unanimously reached there, “that in the interest of 
American prosperity it was necessary to create the proposed 
credit machinery.” 
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The resolutions adopted by the Executive Council, at the 
end of its sessions last May, included the following: 

The need is apparent for bringing into operation, at the earliest 
possible moment, financial machinery adequate for the extension of 
long-time credits, looking to the restoration and expansion of our 
foreign trade. As a solution to this problem the Foreign Trade Financ- 
ing Corporation was inaugurated and is in process of organization, with 
the erdorsement and sponsorship of the American Bankers Association. 
The Executive Council of this Association reaffirms its faith and support 
in this agency for trade rehabilitation, and urges in the strongest and 
most unqualified manner the whole-hearted cooperation of the banking 
and business interests of the country, that it may speedily begin to 
function for the benefit of America and the world.” 


Recognition of the necessity of providing adequate credit 
facilities to maintain and properly to develop our foreign 
trade has been widespread, and very significant results have 
come from the educational campaign emphasizing this need. 
In this campaign well-informed bankers, business men and 
producers have taken a leading part, and world-wide atten- 
tion has been attracted to the stand of the American Bankers 
Association in the matter, as well as to the effort comprehen- 
sively carried on by the Organization Committee of the 
Foreign Trade Financing Corporation. Various state bankers 
associations: have pledged their support to the movement and 
have appointed committees to cooperate with the Organiza- 
tion Committee of the Corporation, and approval given by 
manufacturing and commercial bodies throughout the country 
has been noteworthy. 

In the “Final Declaration” of the Eighth National Foreign 
Trade Convention, held at Cleveland, in May, 1921, it was 
stated: 

“We urge the immediate creation of financial institutions under the 
Edge Law, whose machinery will facilitate extension of long-term credits 
to promote free exchange of exports and imports. We commend efforts 
to acquaint our investing public with the necessity of purchasing deben- 
tures issued by such institutions against approved foreign securities for 
this purpose, so that éventually every community will serve its own 


vital interest in furthering our foreign commerce as a necessary com- 
ponent of domestic prosperity.” 


At this convention numerous speakers of prominence urged 
the formation of the Foreign Trade Financing Corporation 
at the earliest possible date, and the chairman of the National 
Foreign Trade Council, in his final address made to the 
convention delegates, said that the corporation, “as a matter 
of fact, should have been completed by this time”; con- 
tinuing: “We had some addresses at the first session con- 
cerning the necessity of it, frequent references have been 
made to it during our meeting, and again tonight; and 
when we go to our homes, I hope we will take up at once 
in our businesses and with our bankers and manufacturers 
in our respective communities this very important matter. We 
must impress upon them the necessity of putting this For- 
eign Trade Financing Corporation into operation.” 

The resolutions adopted at the first annual meeting in 
London of the International Chamber of Commerce declared: 
“That the creation of national and international organizations 
for export credits be actively undertaken by private enter- 
prise, with the support of governments.” 

It is due to the American Bankers Association that report 
should be made to it of every step toward the realization 
of financial machinery, the need of which long ago was fore- 
seen by the Association, and the principle of which the Asso- 
ciation has sponsored. The Association should be informed 
that the Committee on Organization of the Corporation, of 
which committee the Chicago Conference made the Chairman 
of your Commerce and Marine Commission chairman, has 
labored long and earnestly, and at no small sacrifice of time 
and effort, to bring about the desired result. Unforeseen 
difficulties have been encountered, ascribab!e both to national 
and international conditions; but it is felt that the progress 
made has been most satisfactory, under the circumstances, as 
evidenced concretely by the very considerable amount, running 
into many millions, of subscriptions received, and the de- 
velopment and maintenance of practical interest throughout 
= and, indeed, throughout the world, in the under- 
taking. 

When the campaign for the formation of the corporation 
began after the Chicago Conference, it was necessary to satisfy 
blue-sky law requirements in twenty-one states. These re- 
quirements have been met in every state with the exception 
of one. It was found that in twenty-nine states the banking 
laws did not permit state-chartered banking institutions to 
invest in stock of corporations such as the Foreign Trade 
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Financing Corporation. In the majority of these states 
enabling legislation now has been passed or legal technicalities 
have been overcome. The legislatures of some of the remain- 
ing ‘states do not meet until 1922 or 1923. In each of the 
remaining states the matter of enacting enabling legislation 
or overcoming legal technicalities, so that state-chartered 
institutions may enjoy the same privileges as those accorded 
by federal law to national banks in the matter of invest- 
ing in Edge Law corporations, has been presented with re- 
sultant progress in the education of public sentiment. . 

A very constructive step has been taken in the amending 
of the Federal Reserve Act so as to liberalize the terms of 
payment on subscriptions to the capital stock of Edge Law 
corporations, such as the Foreign Trade Financing Corpora- 
tion. When the Edge Law section of the Federal Reserve 
Act was put on the statute books, the provision was made 
that, after the initial payment of 25 per cent. on subscriptions 
to the capital stock of Edge Law corporations, such pay- 
ments being required at the time of the commencement of 
business, payments should be in installments of at least 10 
per cent. of the total amount, at sixty-day periods. The 
amendment to this section, which was passed by Congress 
and signed by the President last summer, provides, in effect, 
that after the initial payment, as required, payments shall 
be at the call of the boards of directors of such corpora- 
tions, with the consent of the Federal Reserve Board. This 
legislation gives added assurance that funds will be called 
only as required and as they may be safely and profitably 
emp oyed in maintaining our foreign trade. 

-There recently has been introduced in Congress another 
amendment to the Federal Reserve Act, permitting Edge Law 
corporations to become members of the Federal reserve sys- 
tem. This proposed amendment would permit such cor- 
porations to make app‘ication to the Federal Reserve Board, 
under. rules and regulations prescribed by the Board, to 
subscribe to stock of the Federal reserve bank, of the dis- 
trict within which the applying corporation is located in an 
amount equal to 6 per cent. of the paid-up capital and surplus 
of the applying corporation, and the Federal Reserve Board, 
subject to such conditions as it may prescribe, may, in its 
discretion, permit the applying corporation to become a stock- 
holder of such Federal reserve bank. 

The re-establishment of the War Finance Corporation, 
with the voting to it, by Congress, of authority for a dis- 
tinctly ‘imited period, to extend credits to facilitate agri- 
cultural exports, serves to emphasize the necessity of providing, 
through private enterprise, with such effective governmental 
supervision and cooperation as may seem advisable, permanent 
financial machinery for financing foreign trade. If such 
financial machinery be not developed and made ready to 
function, in accordance with the dictates of businesslike 
vision and prudence, it may be expected that insistent de- 
mand will recur for governmental handling of such matters, 
with unavoidable appeal to class interests and accompanying 
expense to the genera! taxpayer. Up to this time, the policy 
of governmental help in this direction has been based upon 
the recognition of an admitted emergency and the necessity, 
as understood, of meeting this emergency by the quickest 
method possible: namely, an appeal to the public funds. The 
danger of this policy becoming permanent is obvious. 

Your Commerce and Marine Commission during the past 
year has cooperated, as seemed feasible and possible, with the 
authority of the Association, in keeping the Association in 
touch with deve'opments relating to the activities naturally 
devolving upon the Commission. All matters entrusted to it 
have received prompt attention, and, in particu'ar, painstak- 
ing work has been carried on in connection with the exten- 
sion of the principle of arbitration in international commer- 
cial disputes, the work having been initiated at the instance 
of the Secretary of Commerce and prosecuted with representa- 
tives of national trade and commercial organizations. 

The subject of foreign trade financing, however, has 
necessarily continued paramount. The prosperity of the 
country is so importantly dependent upon the maintenance 
and reasonable expansion of foreign trade markets for Our 
surplus products, that effective means to hold and increase 
such markets cannot be disregarded. It has recently been 


estimated by competent authority that our productive capacity 
is 25 per cent. in excess of our capacity for consumption. 
While in August our exports showed something of an in- 


crease, the total being larger than for any month since last 
March, the August exports were $200,000.000 less in value 
than in August, 1920, the decline being approximately 35 per 
cent. For the first seven months of 1921 the total exports 
of the United States were in value approximately 43 per cent. 
less than in the corresponding period of 1920. In this con- 
nection it is of interest to note the quoted prediction of 
the president of the Canadian Bankers Association that 
Canadian exports to Europe for the ensuing two months 
will be larger than for many years. 

The needed export of our surplus, together with the 
liquidation of at least part of the debts now owed us abroad, 
cannot be accomplished without import of approved forei 
securities, under the plan contemplated by the Foreign Trade 
Financing Corporation; and it is apparent that no more 
effective way exists of buttressing American trade abroad 
than by the extension of American investment, properly safe- 
guarded, in other countries. The Chairman of your Com- 
mission repeatedly has pointed out that this can be no 
rapid or ill-considered process. It must be secure; it must 
be weighed and considered, with the careful employment of 
only such funds as required. To delay overlong in the setting 
up of necesary foreign trade financing machinery to function 
in such parts of the world as may be deemed safe will be to 
miss Opportunity, and America’s foreign trade will thereby 
be at a marked disadvantage and her domestic recovery seri- 
ously retarded. This disadvantage will be emphasized as 
other nations occupy markets abroad. 

The facts in the case long have been before the bankers, 
business men, producers and general investors of the coun- 
try. Adequate financial machinery to provide, on a sound 
basis, long-term credits to enhance permanently our foreign 
trade can be established when a sufficient number of bankers, 
business men, producers and investors appreciate these facts 
to the point of acting practically on them, and when and 
only when the American public come to a full realization of 
the very important and helpful influence on our domestic 
conditions and values which proper investment in foreign 
securities will bring to bear. Certain it is that such per- 
manent financial machinery is essential if the United States is 
to take its proper place in international finance and trade. 

This being the case, your Chairman cannot too strongly 
urge upon the Association the continuance of its energetic 
fight to create the necessary financial machinery to take care 
of our foreign trade, because only by the firm continuance 
of such efforts as those made by the Association the past 
three years can there be created that sound and enlightened 
public opinion which must result in a consummation essential 
to our national welfare. 


THE PRESIDENT: That report brings up to date the efforts 
made through this committee, with the sanction of our Asso- 
ciation, since its origin in Chicago in 1918, to provide ways 
and means of creating financial machinery to- take care of 
our exports; and if there is no objection, I am going to ask 
that it be referred to the Committee on Resolutions for ap- 
propriate action. 

I will now call upon our vice-president, John H. Puelicher, 
for his report on Public Education. 


Report of Committee on Public Education 
By J. H. PUELICHER, Chairman 


The justification for the existence of any business rests 
on. its ability to benefit man. That which does not serve, 
ultimately disappears. Were that not so, there could be no 
progress; there would be either stagnation or deterioration 
and decay. 

By these standards, let us endeavor to justify the profes- 
sion of which we are representatives. Is the banking busi- 
ness a useful business? Does it make for the happiness and 
prosperity of the many? Do its ideals contribute to that 
thrift on which rests the home and all that the word home in 
its best sense implies, which after all is the backbone of any 
nation? 

I leave the answer to this query to you. I do not believe 
that you, as I know you, would be engaged in the banking 
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business did you not definitely feel that you were contrib- 
uting to the welfare of your community and to the welfare 
of the state. That being so, why is there the misunderstand- 
ing in the minds of the multitude in regard to banks and 
bankers? Why does every demagogue politician, when desir- 
ing election, seek votes with a promised onslaught on the 
profession we love? 

I shall answer that question. Because we, the bankers 
of America, have so poorly made known to the many the 
usefulness of our business to the individual, to the com- 
munity, to the state. 

When I accepted the Chairmanship of the Committee on 
Public Education, I debated with myself for some time what 
course to pursue. There had never been made a concerted 
effort at educating the general public in regard to the use- 
fulness of banks. 

Where to begin with this education and how to carry it 
forward was the problem that needed solution. The thought 
finally came that although the effort might not bring present 
results, the proper place to begin education of this kind was 
with the young, the impressionable, who had not yet been 
prejudiced by lack of success. It occurred to me that inas- 
much as Success is the goal which is most striven for, that 
the Economics of Success would be earnestly and diligently 
sought and that the banker, because so much success is 
achieved through the medium of his business, was the logical 
teacher of its principles. This led to discussions of the 
thought, with bankers, with economists and with educators 
and the desirability of its accomplishment was admitted. 

Then came the question of its feasibility. Would the 
banker measure up to a situation of this kind? Would he 
be willing to take the reward of the future for effort of the 
present? Would he be satisfied to become an instructor of 
youth in the elements of his calling? . 

After much debating, I said to myself: “The banker as I 
know him is a large, generous, public-spirited citizen, always 
ready to do, and he will find pleasure in the performance of 
this new duty which is to mean happiness for the many and 
stability for his country.” 

Then came the next question. Could the subject and the 
circumstances be so arranged as to make it possible for the 
banker to become the instructor in the principles of the eco- 
nomics of success? This required further thought and further 
consultation, with the result that with the aid of economists 
and educators, there were agreed upon and prepared, a 
series of ten simple lectures on the bank and its functions 
and usefulnesses. 

At Pinehurst the report of the Committee on Public Edu- 
cation was heartily accepted, practically every banker pres- 
ent pledging himself to go home and further the project. 
At Washington in the Department of Education, and in the 
office of the National Education Association, the project was 
approved and commended and support was pledged. The 
Division of Secretaries wholeheartedly offered its aid, with 
the result that forty-one states and the District of Columbia 
have appointed Committees on Public Education. The plan 
has been submitted to the Superintendent of Public Instruc- 
tion of all of our states and we have had letters and promises 
of support from practically all. 

At the convention of the American Institute of Banking 
it was my privilege to present the program of the American 
Bankers Association Committee on Public Education, and 
the enthusiasm with which the report was received insures 
the success of the undertaking in every city where exists a 
chapter. The financial magazines have been most liberal in 
their treatment of the project, many of them carrying each 
month one of the lectures. The text book publishing com- 
panies, realizing the significance of the undertaking and 
under the inspiration and encouragement of the former 
Chairman of this Committee, have enlarged the chapters on 
banks and banking in their books on economics, and some 
of them have had and are having written text books dealing 
solely with the subject of banking. 

And numbers of the teachers’ journals have commented 
favorably and encouragingly on the plan, tendering the sup- 
port of the teaching profession. The big newspapers of the 
country have made it the subject of editorial comment and 
approval. 

On the way to Los Angeles it was my privilege to be the 
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neighbor of Sir and Lady Drummond Drummond Fraser. I 
asked Sir Drummond whether in their older experience they 
had found some method of making bankers better understood. 
He had just one answer—“Education, sir, education.” And 
yesterday those of you who were fortunate enough to be at the 
session and had the pleasure of hearing the wonderfully elo- 
quent address of the president of the University of Washington 
listened to an endorsement of what we hope to do. A com- 
bination between the teacher, the educator, and the intelligent 
business man who loves his country, so that the many may 
have a better understanding of that on which stability of any 
kind can and must rest. 

The ten lectures which were decided upon—ten because 
there are ten months in the school year—to be delivered at 
each of the schools in America by the banker nearest the 
school, thus bringing his bank to the school and after a lecture 
or two inviting the school to the bank to visualize that which 
he has been speaking about, have been distributed by the 
State Bankers’ Association to thousands of bankers, many of 
whom have delivered the September lecture and are now pre- 
paring to deliver the one for October. 

I was asked by an educator whether I thought the banker 
qualified to become a teacher. As an American usually does, 
I answered his question with another question. I said, “Do 
you think the teacher qualified to teach banking? As I know 
the teacher, success in his profession has usually been marked 
with sacrifices in the interest of his time, but seldom with the 
dollar sign.” “Well,” he said, “I think that is a fair ques- 
tion.” And he said, “What is your solution?” I said, “A 
combination of effort. Let us join hands. You love America; 
you prove it by the sacrifices you are willing to make to edu- 
cate a man. The banker has given evidence following evidence 
of his love of his country. There is a need at present of en- 
lightening multitudes of men and women, who, because of 
lack of success, are being misled. You help us to teach the 
subject of banking by making us teachers.” I said, “Of course, 
I appreciate that it is going to be difficult for many of us to 
go into the school room and reduce to the simplicity of the 
child in the seventh and eighth grades the language of eco- 
nomics. Nevertheless, it is necessary.” 

I was delighted to hear that experienced and eloquent edu- 
cator say yesterday, “Begin in the fourth grade and instill one 
principle; then another in the fifth grade.” 

I know you will pardon this personal allusion. I had served 
on a school board for many years, and felt I had a bit of 
knowledge in regard to schools and their needs. And when 
we planned this course of lectures, I designed them to begin 
in the seventh and eighth grades, thinking that that was in a 
measure a courageous effort, because most of the educators 
had said to me, “Don’t begin below the high school.” I went 
back and said, “The high school! Why, we will miss 75 per 
cent. of the people we ought to reach. The children of the 
people we want to reach never get to the high school. We 
must reach them in the common school; we must reach them 
in the seventh and eighth grades of the grammar school if 
we want to make them successful.” 

Oh, if I were a country banker, what an opportunity! Just 
think! A little country school, twenty-five or thirty families 
represented. Once a month a community center meeting, with 
the children contributing in the shape of exercises of some 
kind. With what interest the parents would bring them 
there! And then fifteen or twenty minutes by the banker 
telling them something of America and her opportunities, of 
the possibility and certainty of success! Oh, what a wonder- 
ful opportunity ! 

Think what it will mean to our profession, think what 
it will mean to our country, to have ten lectures a year de- 
livered in the approximately 100,000 schools of America deal- 
ing with the economics of success and having the children in 
the upper grades of the grammar schools, of the high schools, 
the colleges and the universities, visiting the bank, learning to 
know the banker, learning to know the functions of the bank, 
learning to be successful, made disciples of those who are 
looking upward and taken from the army of the dissatisfied 
and the discontented and the dangerous. 

I saw an editorial in one of the papers commenting on this 
subject just a few days ago. The man who wrote that editorial 
had a better appreciation of how to present the fact that we 
are just bankers than most of us have. He started his edi- 
torial with the story of a woman with a child on her arm, and 
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with a purse in her hand endeavoring to provide for the edu- 
cation of this child, standing before one of our monster bank- 
ing institutions looking at the big pillars, seeing the rush of 
busy men and women, but too timid to go in, fearful that her 
little contribution to the success of the country might not 
be wanted. There is a fine human presentation, but it is a 
mighty true one. There are hundreds of thousands of Ameri- 
cans afraid to go into the bank. That must not remain so, 
brother bankers. It is your task and mine to change that. 
The banker must be so well known that no one will be afraid 
to come to him. Is he known today? Yes, to his clientelle, 
to those who come to him daily, those who know; but think 
of the thousands who do not know. Think of the thousands 
that are misled by the demagogue into believing that we are 
people different than we really are, leaving them to think 
that our welfare is based on a different foundation than theirs. 
We, therefore, should make ourselves known. 

I am calling upon you, Fellow Bankers, to become teachers 
of the economics of success. I am calling upon you, Fellow 
Bankers, to help make less that vast army of the deceived 
and unsuccessful and discontented and disheartened. I am 
calling upon you to contribute to the welfare of the many by 
showing to them that in America honest endeavor and intelli- 
gent saving and investing lead to certain success. I am ask- 
ing you to become teachers of the economics of success be- 
cause of your love of your country and its institutions which 
will rest more safely on a citizenry which is making full use 
of its many advantages, on a citizenry: which is industrious, 
on a citizenry which is successful, because failure will not 
reverence and uphold the institutions under which that failure 
is possible, the unsuccessful always attributing the failure not 
to themselves, but to their environment. 

As we love America, as we love the men and women of 
America, as we believe in the institutions which have made 


The Deficits, Debased Currencies 


By FRANCIS 


After the very eloquent address to which we have just 
listened and full of your magnificent American optimism 
which is so encouraging to those of us who come from the 
other side of the Atlantic, it is my painful duty, as the 
President has already said, to touch upon the sad realities 
of the European situation. 

I notice that an old friend of mine, Mr. Noyes, yesterday 
warned you very properly against being too pessimistic. We 
were discussing the question the other day of pessimism 
and optimism, and an American. optimist said to me that 
the American definition of optimist and pessimist was illus- 
trated by two people at table. One of them, the pessimist. 
would say to his friend or to his neighbor, “Is there any 
milk in the jug?” But the optimist would say, “Pass the 
cream.” (Laughter.) Our definition—and I think Sir 
Drummond Drummond Fraser will confirm it—our definition 
of an optimist is the man who buys goods from a Jew in 
the hope of selling them to a Scotchman. (Laughter.) 

Well, I would not myself go further than this at the 
present time in the direction of optimism. I would say that 
optimism depends upon an optimistic frame of mind in regard 
to the future, depends upon what opinion you have as to the 
probable policy of the great powers, and more especially of 
the governments of the United States and Great Britain. If 
those hopes which we have now of what may happen next 
month at Washington should be fulfilled I should be an 
optimist. 

Well, gentlemen, I came to this beautiful and marvelously 
fruitful country at the invitation of the presidents of two of 
your universities for the purpose of endeavoring to explain 
and discuss the situation, financial and economic situation, in 
Europe. I was asked to describe the financial and economic 
conditions of Europe, now exhausted by over four years of 
disastrous war and by nearly three years of restless sub- 
missions, petty wars and armed peace, 


America the hope of the world, let us become teachers pointing 
the way of the many to the requisites of success, all for the 
glory of the land we love. (Applause.) 


THE PreEsIpENT: That is a splendid report of the great 
plan. It follows Dr. Suzzallo’s subject of yesterday, when 
he had as his text, “America Stands Sadly in Need of Eco- 
nomic Education.” The bankers in this report have taken 
up the burden and, under the leadership of Mr. Puelicher, I 
am satisfied that this promise will become fulfillment. And 
I feel justified in assuring Mr. Puelicher in the name of 
this Association that back of him will be the strength of the 
personnel of our entire organization. (Applause.) 

We come now to the other division of our program, the 
international. Yesterday we considered America in the na- 
tional sense, but today we wish to regard the position of 
America with reference to the international problems which 
confront the world. We have, first of all, to consider the 
facts, and after the facts to see what can be done in the 
way of creating remedies. First, we are to consider Europe 
in the sense of her present deficits, her debased currency, her 
shattered credits, and to consider the cause and the cure. 
And we have here to explain to us an expert, formerly 
representing that wonderful financial journal, the London 
Economist, and coming from that city which has been so long 
the financial capital of the world. From his ripeness of 
experience I am going to ask Francis W. Hirst to speak to 
you. I take great pleasure in introducing him to you. 
(Applause. ) 


and Shattered Credit of Europe 


W. HIRST 


I felt very greatly honored when you, sir (addressing 
President Drum) asked me to address this most important 
gathering of perhaps the most important class of people in 
America. And I will do my best now in the compass of a 
very short address, to sketch what I must describe as our 
political and financial tragedy. 

When you see the gaunt specters of famine and unem- 
ployment stalking around the world you must not allow your- 
selves to feel cynicism or pessimism. It is our duty, gentle- 
men, as economists, as bankers, to study the problem and to 
diagnose the disease, and if we can find it, to proclaim the 
remedy. ° For in these days of democratic government when 
almost every one can read and almost every one has a vote, 
the first indispensable step is to enlighten public opinion. 
If we do not do that, we cannot avoid quackery. So we 
must ask for full publicity for the facts. I believe that if all 
the bankers and business men of the United States and 
Great Britain were fully aware of the truth and would co- 
operate together—I believe myself that the American and 
British governments, acting together at Washington next 
month, would be able to re-start the wheels of commerce and 
to promote not only a revival of credit, but a real, genuine 
recovery of trade from this deep, after-war depression. 

I am very glad that my old friend, Sir Drummond Drum- 
mond Fraser is here, and is going to address you. If only 
the foundations can be laid by the government—and I really 
believe that they will—I feel sure that the scheme which he is 
operating will tend very greatly to remove some of the worst 
difficulties of the situation. I can assure you that he combines 
Scottish caution with Lancastershire experience. (Laughter.) 
When I was on the point of leaving England, feeling the finan- 
cial difficulties of the cost of travel, I applied to him for a ter 
Meulen bond to finance me through the various hotels and 
railway and steamship companies. He said very firmly that 
that was not the object of the ter Meylen scheme, It was 
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not meant for tourists or even for traveling missionaries. 
(Laughter. ) 

I noticed in the papers that you are being criticized for 
not giving unlimited credit. The critics say, “Haven’t you 
accumulated all this gold, and what is it for if you are going 
to lend it out freely?” And, unfortunately, as I suppose we 
all know, gold is not credit. Credit depends, I suppose, 
upon the credibility of the customer. The accumulation of 
gold beyond a certain point does not help the American 
banker, does not help the American government. But the 
loss of gold in Europe and the excessive issue of incon- 
vertible paper money are playing havoc with trade and credit 
all over the world. 

Just before I left London and was wondering how I could 
present the situation over here, I saw, in riding up the Strand 
on the top of a bus, a tailor’s sign. That tailor said that 
any one who would buy a suit of clothes from him would 
receive a rouble note of 10,000 roubles. That seemed a very 
handsome offer. That evening a friend of mine from the 
Treasury happened to have supper with me and I told him 
about this. I said, “By the way, what is a rouble worth, 
what is the rouble exchange today?” I said, “I heard the 
other day it was 80,000 to the pound.” And he said, “Today 
it is 100,000—100,000 roubles to the pound.” And so I 
thowght it over and I came to the conclusion that the tailor’s 
offer wasn’t quite as generous as it looked. (Laughter.) 
This 10,000 rouble note amounted to rather less than a half 
dollar. (Laughter.) 

I see in a recent message from Moscow that the Soviet 
government has issued official exchange rates for its own 
notes. You will see what the position is now, for I am only 
talking of a short time ago. It was only the beginning of 
July that I saw this sign up: The present rate is 221,600 
roubles to the English pound; 64,000 to the American dol- 
lar; 4,400 roubles to the French franc; 600 roubles to the 
German mark; 15 roubles to the Polish mark. After looking 
at this sign I though perhaps the best thing I could do, in 
order to explain to the universities what the position really 
was, would be to buy for ten shillings a large number of 
depreciated paper notes. (Gentlemen, afterwards, if any of 
you would like to look at them you are quite welcome to do 
so.) For ten shillings I bought—well, here is a 50-shilling 
Czar rouble note, and they are worth ten times as much, I 
might add, as the Soviet note. Here is a Bulgarian note. 
Here is a very magnificent Polish note with one of the 
Polish heroes printed on it for 100 Polish marks, for which 
I gave sixpence. (Laughter.) Here is a Jugo-Slavia note 
for five francs—I forget what they call them—five crowns, 
I think. Here is a 100-crown Austrian note very prettily 
printed, too, and it is only worth sixpence. Here are some 
Italian and some Greek money. Here is a Rumanian note. 
Here is a Finnish note and here are some German marks. 
Here are twenty-five very prettily printed Esthonian notes 
which are also worth, I think, sixpence or a shilling. And 
here are ten Czecho-Slovakian crowns for which I gave a 
shilling. . 

Now, that is the position. That gives you an idea, a pic- 
turesque idea, if you will look at these notes, of the true 
situation in Europe. 

I noticed, by the way, in that quotation, that I gave from 


Russia, that the Soviet government officials admit that 
the old silver rouble is worth 10,000 of the new 
paper roubles—officially admit -that and offers to give 


a note for 10,000 paper roubles, which it will print, in ex- 
change, for anyone who will fish out of his hoard, for they are 
all hoarded, of course—one of the silver roubles. That shows 
you in a moment what the depreciation amounts to. And 
every government which has once started on that fatal descent, 
unless it is pulled back by some strong force, will go on logi- 
cally until it reaches the level of the old Frerich, to the point 
that its notes are not worth the paper they are printed upon. 

Now, gentlemen, what is the meaning of it all? Why do 
all of these governments pursue tis policy so fatal to trade 
and to credit? Whi, for instarice, after the armistice didn’t 
they take steps to stabilize their currency? For, of all eco- 
nomic disasters within the control of a government, a fluctuat- 
ing and depreciating paper currency is the most ruinous to 
a nation’s trade and morality. 

I think I can explain the cause, but before doing so, let 


me add just one word: Do you realize that these paper cur- 
rencies are really a means of repudiation—they simply mean 
the repudiating of your debt without saying that you are re- 
pudiating it? A friend of mine the other day who had a 
large debt due to him in Riga had paid to him that debt 
(which was a pre-war 10,000-pound debt) in the new paper 
roubles, of which we have a specimen here. In money that 
was worth thirty-five pounds. He got thirty-five pounds for 
his 10,000-pound pre-war debt, and that was in a country 
which was created by joint action of Great Britain, France 
and the United States. That is what is going on. And every 
government is really repudiating its debt more of less. The 
French pre-war three per cent. note is now worth about one- 
third or one-quarter of what is was before. The purchasing 
power of a paper French franc is not quite one-third of pre- 
war value; Italian one-sixth; German, I suppose now, about 
one-thirtieth ; Austrian, perhaps 100, and the Russian perhaps 
1-10,000th. So you see, in Europe these progressive stages 
of confiscation of both public and private property. Can we 
be surprised that public and private credit should be in such 
condition that Sir Drummond Frazer has to try, by the very 
skillful scheme he has, to do something to patch them up? 

The real reason for that kind of depreciation of currency 
is because all of these countries have a deficit and a very large 
deficit between their tax revenue and their expenditure. In 
the case of France the present expenditure of the French govern- 
ment is more than double the tax revenue, and the greater 
part of the deficit is put down as sums recoverable from Ger- 
many. But in all the states which I have referred to there is 
a large deficit. A very able friend of mine, Henry Bell, one 
of our leading bankers, made a careful examination of these 
budgets when he was at Brussels last year representing the 
British government. He came-back and gave an address and 
in this address he said very clearly that, as far as he could 
make out, in all the cases of the governments the expenditure 
on armaments—present expenditure on armaments—pretty 
well accounted for the deficit. That is a rather interesting and 
really a rather hopeful fact, because, if President Harding 
and Mr. Hughes are succeessful next month—and it looks as 
if they might be able to bring about such a change of policy 
throughout the world from preparations for war to prepara- 
tions for peace and from suspicion to confidence; and after all 
everything depends on confidence in the sense of security— 
they might be able to bring about such a reduction of arma- 
ments, of armies and navies, that most of these deficits would 
automatically disappear and governments would then be in 
position not only to pay some of their debts but also to stop 
this terrible depreciation of the paper currencies. 

To show you how rapidly these currencies go down: I 
noticed that during last year, between—I think I am right 
in saying June, 1920, and June, 1921—the Polish currency 
fell from 800 Polish marks to the paper pound to 8,000 Polish 
marks to the paper pound. That was in one year. I attribute 
that to the aggressive militarism which was displayed during 
that year by the Polish government. You see that these gov- 
ernmens, instead of reducing the cost of their armies, and 
so on, find that the most convenient thing to do is to print 
money to pay their generals and their armies and their bureau- 
crats. And so they print the money. They cannot borrow. 
They have exhausted all of their borrowing powers. Neither 
their own people nor the people abroad will lend them any 
more money because they know as soon as they have lent it 
(or think that as soon as they have lent it) this money will 
evaporate just as the money lent them before has evaporated 
in these confiscatory issues of paper money and this depre- 
ciated paper currency. 

You may say then, why do not the governments tax? 
I will give you the answer. The answer in most cases is 
that the taxation is already so heavy that it would pay the 
government to reduce it. It is quite easy to have taxation— 
and we have proved it now—dquite easy to have taxation so 
heavy that if you want to increase the public revenue you 
proceed to reduce the taxation. If half the private incomes 
of the 400,000,000 people in Europe—more than three times the 
population of the United States—are now being taken by 
the tax gatherer and in other forms to pay for the armies 
and navies and the bureaucrats, you can see what vast sums 
are being drawn out of trade and capital. Instead of saving or 
buying goods—and this applies to some extent to the domestic 
taxpayers and consumers of the United States, because that 
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increase of expenditure and that increase of taxation has been 
tremendous—instead of saving their money and putting it 
into banks, and instead of buying goods, these millions, hun- 
dreds of millions of people, are paying taxes. No wonder 
that our foreign trade, no wonder that your foreign trade, 
is suffering. No wonder there is a certain amount of depres- 
sion. 

I received the other day a declaration issued by the mer- 
chants of San Francisco in which they pointed out that in 
1898 at the first Hague Conference an unsuccessful attempt 
was made to reduce the growth of armaments, and they argued 
that if a big reduction were now to take place an annual sum 
of no less than four thousand million dollars would be saved, 
set free for the purposes of trade and for the restoration of 
credit. They express every hope that the Administration of 
the United States will succeed in bringing about a great and 
substantial reduction, and that if they do that they say they 
feel sure there will be a recovery in trade and in employment. 

I was looking at the matter of your own expenditures the 
other day and I noticed that the cost of the army had risen 
from the year 1898, when the Czar proposed disarmament, 
to the present year, when President Harding is proposing it, 
that the cost of your army had risen from $92,000,000 to $1,- 
208,000,000, and that the cost of your navy—these are the offi- 
cial figures—had risen from $59,000,000 to $580,000,000. 

I think that I have to some extent, at any rate, fulfilled 
to the best of my ability the purpose for which I came. There 
is only one sovereign remedy; and that is public economy, 
peace and good will among the nations. The doctrines which 
have been preached in your country and ours by men like 
Cobden and Franklin, John Bright and Thomas Jefferson, 
Gladstone and Sumner—are, as you bankers know very well, 
that capital and credit are the fruits and the rewards of 
saving. As I came along on the train I met a banker from 
a certain place in the Middle West who told me ‘his idea of a 
banker’s paradise. With this idea (rather than try to develop 
the various perils that still exist, the German peril and the 
French peril and so on) I will conclude. He said that he had 
noticed in the state in which he belonged that the Irish 
farmers are very extraordinarily thrifty and that they like, 
whenever they have saved a little money, to put it in the bank, 


and he had noticed that the Norwegian farmers are great 
improvers and are so fond of improving their farms that 
they come and borrow of the bank for that purpose. So, he 
said, he thought that a banker’s paradise would be this: A 
bank would be placed in a district which was inhabited half by 
Norwegian farmers and half by Irish farmers, and he would 
have a monopoly of that district; and he would have two 
doors to this bank, and in one of these doors the Irish would 
go in to deposit their money, and through the other door the 
Norwegian farmers would go to borrow from the bank the 
money which the Irish had deposited. (Laughter.) What 
we want in Europe is a little more—especially among the 
governments and also no doubt among all the people, and I 
dare say you need it, too—a little more of this excellent Irish 
habit. And I might conclude by saying that I'am very glad 
to hear, in messages from home, that there is now every hope 
that the long and sad controversies which have existed be- 
tween Great Britain and Ireland have now a fair likelihood 
of being adjusted to the satisfaction of both parties, and I 
hope that the wonderfully fine relations which exist between 
Great Britain and the United States may be assisted by this 
settlement, and that we shall be able to lead the nations of the 
world along the path of economy and peace. (Applause.) 


PRESIDENT Drum: Mr. Hirst has pointed out to us very 
clearly the difficulties that exist in Europe today and have 
existed there for many months past. However, the world is 
a going concern. Remedies must not only be sought but 
must be applied. And there have been groups and individ- 
uals working to’ find these remedies for many months, if not 
for the last year or two. One of the most notable of the 
groups was that in London last June and July, the Interna- 
tional Chamber of Commerce. The American group was 
fortunate in having for its chairman a former President of 
this Association. He will speak to us this morning on our 
part in world commerce. .I call upon Frank O. Watts and 
take great pleasure in introducing him to you to speak on 
that subject. 
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May I not be permitted first to express my great pleasure 
in being again in the city of Los Angeles. I have a very 
delightful recollection of the last meeting of the American 
Bankers Association in this city when the Association hon- 
ored me with the highest office within their gift. It seems to 
me, ladies and gentlemen, that once in ten or eleven years 
is as often as it is safe for the American Bankers to visit 
the city of Los Angeles. (Laughter.) Otherwise I fear they 
might become inoculated with the Southern California virus. 
The facts are that in this brief visit I am beginning to have 
somewhat that feeling of the American humorist who said 
that he would like some not too strenuous position around 
Los Angeles, such as plucking blossoms from a century 
plant (Laughter) in order that he might have an oppor- 
tunity in the 360 sunshiny days of the year to play the great 
Scotch game of golf. (Laughter.) I imagine such ~posi- 
tions as that are at an end. But a banker who was formerly 
of the Middle West and now a resident in California opened 
a new vista to me. When he left the Middle West he was 
a man of very cautious statement. He said that he had seen 
an alligator pear tree which produced $7,500 worth of alli- 
gator pears. It just occurred to me that I would like to 
be the proprietor of about three alligator pear trees 
(Laughter), that in the five days which the oldest inhabi- 
tant admits are not sunshiny in Los Angeles, I might gather 
the crop (Laughter) and enjoy golf the remainder of the 
year. (Laughter and Applause.) 

Mr. Chairman, in preparing the address for this occasion, 
I realized that on the program I was to follow the chairman 
of your Commerce and Marine Committee, and I was to be 
followed by our distinguished guest, Sir Drummond Drum- 
mond Fraser. And with that knowledge I fear that in the 
address which I have prepared for your consideration I have 
not sufficiently stressed the importance of the work in which 
these two distinguished citizens are engaged. I may be per- 
mitted, therefore, to say by way of preface that it has not 
been my pleasure to meet two more able or earnest organizers. 
They have assumed a great responsibility. But, in my judg- 
ment, whatever may be the time necessary, those men with 
their determination and with the intense belief in their work, 
will bring to a successful conclusion the organization of the 
Edge finance corporations upon the one hand and the ter 
Muelin upon the other. And I desire to say most positively 
to the American bankers and business men that, in my 
judgment, there are no more important things to be done in 
rehabilitating the world commerce and, therefore, the com- 
merce of the United States, than in the completion of these 
two organizations. (Applause.) 


Tue Nature OF INTERNATIONAL TRADE 


In ancient times international traders carried chiefly the 
products which were produced by the people of other nations. 
In late modern times, however, the great international trading 
nations are not only carriers of the trade but they also produce 
either directly or indirectly commodities which are exchanged 
in this world commerce. A great volume of trade may thus be 
controlled by a nation with a comparatively small population 
as for example, the English or the Dutch. These people are 
not only manufacturers of commodities but in a larger way 
they also secure, through their colonies and from other surplus 
producing nations, products of all kinds, which they distribute 
in the markets of the world. A considerable part of their 
foreign commerce is due to the fact that they have deve'oped 
all the business organizations which are necessary for interna- 
tional trading on a large scale. These consist of exporting 
houses and agencies, a merchant marine, and especially the 
essential financial organization. 

The fundamental basis of all international trade is rela- 
tively simple, notwithstanding the mystery with which some 
attempt to surround it. The basis for trade between or among 
nations may be, in the first place, an exchange of goods for 


goods between two particular trading nations. This is simple 
barter and involves no very great complications. Or, in the 
second place, there may be three-cornered or multiple trade. 
That is, one country may pay for its imports by sending prod- 
ucts to the first country. For example, we import coffee from 
Brazil. We export food products to European nations. These 
European nations, in turn, export manufactured products to 
Brazil. In final analysis, our’imports of coffee are paid for by 
our exports of food to Europe and these in turn are paid for 
by the manufactured products which Europe sends to Brazil. 
In the third place, a basis of international trade may arise 
through the investments of one nation in another nation. That 
is, the accumulated capital of the older countries is often 
invested in the newer nations. This capital, in moving between 
nations, under normal conditions, takes the form of goods and 
is not gold as is commonly supposed. After these investments 
of capital are once made in a country, the interest on them 
may also be paid in the form of goods or exports of food or 
raw products from the new country to the old. The European 
nations have invested large amounts of capital in the South 
American countries. Investments in railroads and other pri- 
vate or government securities of these South American coun- 
tries have been made through exports to them of railroad 
rails and equipment of various kinds. International trade 
cannot be understood by thinking simply of the particular 
debtor and creditor but must be approached from the point of 
view of the total exchanges which are made between the peo- 
ples of the two or more trading countries. 


CHARACTER OF Exports OF THE UNITED STATES 
IN THE Earty PERIop 


The foreign trade of the United States during the past 
fifty years has greatly changed. Few countries in the world 
have been so endowed by nature with such a rich supply of 
raw materials as has the United States. Our exports, there- 
fore, during the early history of the country consisted largely 
of raw products, either food commodities which were sold to 
the densely populated regions of the world, such as Europe, 
or raw materials to be used in the great manufacturing nations 
of the world. 

In the last forty years our exports of crude materials, in- 
cluding food, decreased from a total of 84 per cent. of our 
domestic exports in 1880 to about 50 per cent. in 1920. Much 
of this decrease is due to the fact that with the enormous 
growth of population in the United States a larger portion of 
our food production is required for our native population, not- 
withstanding that during these decades there had been an 
enormous increase in the production of food supplies. The 
three fold increase in our manufactured products since 1880 
represents an astounding development of the manufacturing 
industry in the nation during a comparatively short period. A 
number of factors have contributed to this progress, as. for 
example, the abundant supply of crude materials used in the 
manufacturing industry, the efficient railway system of the 
country which has permitted the carrying of raw materials 
long distances at low costs, as well as the highly developed 
technical ability of our business organization, including a very 
efficient labor supply. 

The foreign commerce of the United States, during this 
earlier period, required a very simp‘e organization both with 
respect to the exporting agencies as well as the financial ones 
connected with it. This was largely due to the fact that the 
products which we had to sell were primarily food and crude 
materials which in a large way sold themselves. These com- 
modities are necessities and hence do not meet the keen com- 
petition which is ericountered when a country sells its manu- 
factured products. There is, for example, less opportunity for 
debate and higgling with respect to wheat as compared with a 
manufactured product. Simp:e food commodities and crude 
materials differ less in grade and quality than do manufac- 
tured products. Notwithstanding this character of our ex- 
ports, we have been making commendable progress during 
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the past thirty years in selling manufactured goods in foreign 
markets. Our harvesting machinery, sewing machines, type- 
writers, and various other manufactured commodities have 
been successfully sold in competition with similar products 
from other nations. The firms, which have been responsible 
for exploiting the foreign markets for these products, have 
set a standard for successful foreign marketing for other firms. 


RELATION OF ForEIGN TRADE TO DoMESTIC TRADE 


Numerous estimates have been made as to the proportion 
which our foreign trade bears to our domestic trade. These 
estimates run all the way from 7 per cent. to 18 per cent. 
There is no means of knowing exactly what this proportion 
is, but whether our export business is 7 per cent. or 18 per 
cent. of our domestic business the real significance of it from 
the standpoint of industrial prosperity is much greater than 
the percentage would indicate. A considerable part of our 
domestic trade is dependent upon the existence of this export 
trade and it is idle to suppose that the United States can be 
generally prosperous by relying exclusively upon this internal 
trade. If, for the sake of argument, we would assume that the 
domestic business is 90 per cent. and the foreign business 10 
per cent., it would not follow that the domestic business would 
still continue at this 90 per cent. volume if the 10 per cent. of 
foreign business should disappear. Not only is a particular 
business which sells a part of its products abroad dependent 
upon this foreign trade for its prosperity but even other in- 
dustries are affected by the existence of a foreign market for 
products. Even though we exported no food products, the 
agricultural industry would be greatly affected by the existence 
of a market abroad for manufactured products, inasmuch as a 
foreign market for these manufactured goods means an in- 
creased demand for farm products on the part of the workers 
and those engaged in the manufacturing business. In many 
instances, especially in the case of manufactured articles that 
part of the sale abroad represents what might be called that 
surplus product of the industry which makes possible the 
economies of large scale or quantity production. In most 
cases, manufactured products fol:ow the economic law of de- 
creasing cost so that with an increased volume of goods, a 
part of which are sold abroad, there is a lower unit cost of 
production which is oiten shared in by the domestic consumer. 
The United States has, for several decades, been in process 
of developing a surplus productive power which was demon- 
strated during the war period on an enormous scale. 


THE War STIMULUS TO OuR ForREIGN TRADE 


Never in the history of the development of international 
trade has such a wonderful opportunity and such a volume of 
world trade come to a nation as has been the case of the United 
States during the past six years. It is unfortunate in some 
respects that our country became to such a large extent the 
single source of supply for commodities of all kinds during the 
war period. This trade required no unusual organization or 
skill to sell the products during the war period for demand 
was great and price was, in many cases, no object. It was 
largely a question of being able to supply vitally necessary 
commodities. Many individuals and firms were thus able to 
sell in foreign markets with relatively little effort. There was 
thus enormous pressure both on business men and bankers to 
engage in this foreign trade which promised such large profits. 

During the latter stages of the war, and particularly since 
the armistice, the general disorganization of banking and credit 
in the European countries, together with the price revolution, 
nas brought unfortunate results to many of our foreign traders. 
Many of our people had not had sufficient experience to con- 
duct foreign trade skilfully under. the abnormal conditions 
that prevailed during the post-war transition period. The net 
result, in the case of many firms and international banking 
organizations, has been unfavorab!e, and it is to be regretted 
that we have had to condense so much experience into such a 
short period of time since it is likely to have a deterrent effect 
upon maintaining and creating the proper interest in foreign 
trade and foreign banking. Even if we were skilful interna- 
tional traders we could not reasonably have expected to hold all 
this trade. Because of some unfortunate experiences we are 
tending to lose some of the advantages which we should have 
expected to retain. While it may be true, as is often stated, 
that the principles underlying foreign trade are the same as 
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those underlying domestic trade yet the application of these 
principles requires a specialized kind of detailed knowledge 
which can come only from experience and this is not possessed 
in a large degree by great numbers in the United States. 


Tue EFFect oF THE WAR Upon Europe 


If the United States is to assume its proper role in the 
world’s commerce, we must clearly understand what the sit- 
uation is in the foreign markets and what organizations are 
necessary on our part to secure our proper share of this com- 
merce. The conditions in our chief market—Europe—both in 
respect to the industries or the productive forces, as well as 
the financial and banking situation in these countries must be 
appreciated. Europe, before the war, was our best customer, 
taking more than 65 per cent. of our exports, and there is no 
reason to suppose that this continent with her dense population 
and her highly developed industrial organization will not in 
good time and season again be a great source of demand and 
supply for commodities of all kinds. 

But as a result of the war with its unprecedented destruc- 
tion of accumulated capital and the disorganization of her in- 
dustries and financial ins‘itutions, Europe’s demand for 
products has been seriously reduced, our exports to Europe 
falling from the pre-war average of 65 per cent. to 54 per 
cent. in 1920. 

Normal replacements and extensions in industry could not 
be made during the war, with the result that to-day Europe’s 
industrial machine is but a shadow of its former self. Revolu- 
tionary and other destructive activities have been absorbing 
much of the energy, since the close of the war, that was needed 
for reconstruction purposes. Current savings, which normally 
flow into capital equipment, were devoured by military ac- 
tivities. This occurred not only during the period of hostilities 
but has continued since the armistice. Transportation systems 
everywhere are in a state of disrepair. Labor .has suffered 
not only from war casualties, disease, and undernourishment 
but in morale as well. International boundaries have been 
changed. New and inexperienced governments have appeared 
at a time when conditions were unpropitious for them. As a 
consequence of the multiplicity of unfavorable factors, the 
mechanism of international trade has been so disrupted that it 
is now scarcely able to function in those places where its ma- 
chinery is needed most and where it was most perfected. 

The countries of Europe whose industrial machine has 
reached the point of greatest stagnation are handicapped not 
only by a lack of capital and ability to command raw materials 
but by a still greater handicap, a lack of markets in which to 
dispose of the goods which they cou!d produce. The effective 
buying power of the largest part of the population of Europe is 
so depleted that it is a sub-normal consumer. It lacks the 
ability to utilize effectively the products of its own industry. 
Not only must the impoverished countries of Europe be sup- 
plied with goods but credit also: must be advanced in order 
that payment for the goods may be made by the consumers 
and the wheels of industry set in motion. It must not be for- 
gotten that in the last analysis, goods are produced only in 
answer to a demand on the part of consumers, and the power 
to consume is predicated upon the power to produce. To bridge 
this gap in Europe, long time credits must be advanced to cover 
the period until an industrial momentum is acquired. 

Temporarily, Europe’s power to consume exceeds her power 
to produce. The trade problem is thus one of finding a satis- 
factory method for deferring payment for the commodities 
Europe wants and needs, but cannot pay for. The balance 
of trade in our favor is so great at present that the customary 
method of settling balances is no longer practical. The ideal 
deferred payment for settling trade balances is gold. This 
method is obviously impossible at present and furthermore 
would be unsatisfactory to us from many points of view. While 
gold is the ideal deferred payment, it is, nevertheless, a de- 
ferred payment and no: an ultimate settlement. It is merely 
the most satisfactory makeshift. Ultimately goods and com- 
modities must square the account. Gold merely transfers the 
power to command goods and commodities at some future date. 
Any arrangement in lieu of gold, which will accomplish this, 
will be just as satisfactory. The only really important issue 
to be met in an assurance that the method of payment ulti- 
mately decided upon will command in the future, an equivalent 
exchange value for the present unpaid balances. 
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Tue Errect oF DEPRECIATED EXCHANGES AND INFLATION 


The problem is not what to do but how to do it. The means 
of re-establishing trade between the nations on an economic 
basis is what is required. In the past two years numerous 
explanations have been given to account for the difficulties 
from which international trade has been suffering. Among the 
first of these has been the depreciation of the exchanges. To 
overcome this, a system of barter was devised: that is an 
exchange of goods for goods direct on a large scale. This plan 
was seriously attempted in numerous instances but practical 
experience has shown that the results of this method were 
negative. The reason for the failure of this plan is quite ob- 
vious. Countries with a depreciated exchange have no goods of 
which to dispose. If they had such a surplus, their exchanges 
would not be depreciated, or if they were, they would not long 
remain below par. A depreciated exchange is no serious handi- 
cap when goods are available for export. What is lost by a 
depreciated exchange in buying abroad is gained in selling. 
As the problem has been stated, “Trade after all, is but a pér- 
fected system of barter in which money serves as a term of 
comparison.” 

While Europe’s adverse balance of trade is a dominant 
factor in the exchange situation, that factor alone is not re- 
sponsible for the present chaotic condition of the principal 
European exchanges. Exchange rates are often said to be gov- 
erned by the “balance of trade,” that is an excess of exports over 
imports or vice versa. It would probably be truer to say that 
the rates are governed by the total “balance of indebtedness” 
and the conditions of each nation’s currency. A nation with 
a depreciated currency will suffer from an adverse rate of 
exchange, even though its foreign trade is in the balance. It must 
be remembered that so far as: money units are concerned in 
international trade, their gold equivalent alone is the significant 
factor in so far as the maintenance of their nominal parity 
is concerned. A na‘ion with a balance of indebtedness against 
it, and burdened with a depreciated currency, is in no position 
to maintain gold payments. The inflation of the currencies of 
all the late belligerent nations has added a factor in the ex- 
change si.uation of equal importance to the balance of indebted- 
ness under which the nations are struggling. The currency 
disorders will prevent a return to par of exchange as long 
as the inflated condition exists, regardless of whether the ex- 
change of goods for goods strikes a balance or not. Even the 
overcoming of the present balance of indebtedness would not 


bring the exchanges back to par, unless the inflated currencies” 


were also rectified, or the currencies of other nations inflated 
in proportion to their own. 

Currency inflation in most Europeannations has been grow- 
ing at an ever increasing rate. The volume of trade has not 
kept pace with this tremendous increase in circulating media. 
Under such conditions, it is hardly to be expected that the cur- 
rency of these countries should command the same purchasing 
power in the markets of the world that they formerly did. 
All have ceased to maintain the gold standard, and their 
money is irredeemable. Their paper money is but a promise to 
pay standard or basic money. Paper money will remain at 
par with gold only so long as the promise to redeem on 
demand is kept. When the promise is not kept, a discount 
on the paper currency necessarily arises, which varies with the 
expectation of redemption. Obviously, the quantity of paper 
money outstanding will be a prime factor influencing the 
exchange rate of the inflated currency in the international 
market. 

We still hear much complaint regarding the effect of the 
present exchange situation on the American exporter. The 
advantages that apparently accrue to certain countries with 
regard to production costs, as a result of the exchange situa- 
tion, are not as important as is often assumed. In ultimate 
analysis production costs are a price and cannot long remain 
abnormal due to a “high” or a “low” rate of exchange. No 
particular rate of exchange can permanently hold any advan- 
tage since in the last analysis foreign trade must be an ex- 
change of equivalent values. The real difficulty, so far as 
exchange rates are concerned, is not their particular level but 
their fluctuating and uncertain value from day to day. With 
better knowledge and understanding of the real conditions in 
other countries, stability in the exchanges will develop naturally 
and all handicap of this nature will disappear. 

But the exchange problem is only one of the many problems 
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of world commerce which have resulted from the war. So 
interdependent has the economic and industrial organization of 
the world become and so interlocked is the prosperity and 
welfare of the nations that no one or several nations together 
can find a solution for these difficulties. 

These problems require the cooperation of the business men 
of all the nations and for this reason such an organization as 
the International Chamber of Commerce is to be welcomed 
and encouraged. At the recent meeting in London of this body, 
business men and bankers from the leading nations of the world 
assembled to consider these international, industrial, and finan- 
cial questions. The action of this organization as expressed 
in part by its resolutions should command the support of busi- 
ness and financial men. This organization does not confine 
itself to resolutions but through the appointment of working 
committees in each of the nations, cooperation of the govern- 
ments, and other business organizations is secured for putting 
in‘o practical operation plans for international cooperation 
in commerce. ; 

The International Chamber of Commerce is thus becoming 
not only a great interna.ional clearing house for the most 
constructive plans for world industrial rehabilitation but it 
is also becoming the chief source of activity for carrying out 
these industrial and economic reforms. It does this without 
political influence by the creation of proper international public 
opinion and cooperation on these questions of international 
importance. 

Among the most significant actions of the London Congress 
was the appointment of active working committees to study 
the questions of inter-allied debts, reparation payments, and 
foreign exchange with the purpose of suggesting the most 
feasible plans for settling these questions and thus do the least 
injury to the commerce of the world. Not of less importance 
was the endorsement of the ter Meulen plan of international 
credits. This is the most promising method of restoring some 
of the weaker countries of Europe to normal industry since it 
affords a method of granting long term credits which is in 
reality the crux of the problem of international industrial re- 
habilitation. 

The American Bankers Association is fortunate to have the 
chairman of this committee present, Sir Drummond Drum- 
mond Fraser, the distinguished English banker and business 
man, to explain the detailed working of the ter Meulen plan. 


Tue Future Outlook ror Our ForeiGN CoMMERCE 


The future outlook for the foreign commerce of the United 
States. is, perhaps, in the immediate present, not particularly 
encouraging but, nevertheless, there can be no question as to 
the large part which our country must play in the world’s 
commerce. We have developed an enormous surplus producing 
capacity especially of manufactured goods, and we must 
develop all the machinery necessary to sell successfully our 
products in the great markets of the world. We have passed 
from a debtor to a creditor nation. We have accumulated an 
abnormal stock of gold. We must, therefore, be willing to 
buy as well as to sell and the most careful consideration should 
be given to the commercial policy of our Federal Government 
as it affects foreign trade. 

The tariff question in the United States has unfortunately 
been subjected for many years to the biased consideration of 
political party organization. It is essentially a commercial 
or business question which should have the most unprejudiced 
study from business men. 

The United States, in the earlier days, when the extractive 
or raw products industry was all important could, perhaps, 
afford the luxury or inconsistency of almost any kind of a 
tariff system which might not only have been illogical in itself 
but which also was radically and frequently changed with 
every change in political party dominance. But we have 
reached the stage in the development of our varied industries 
and especially in the case of our manufactures when we must 
devise a more consistent tariff policy which can be placed in 
operation and remain in effect for some time. It must take 
into consideration the fact that the United States is not and 

oes not and cannot advantageously produce everything which 
consumes. We must have a market for our rapidly increas- 
ing surplus production, especially that of our factories, and we 
can very advantageously exchange those products for others 
which we either cannot produce at all or cannot economically 
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produce. But, of outstanding importance is the necessity for 
devising a tariff policy which will continue in operation for 
some time. 

Business during the past quarter of a century had no sooner 
adjusted itself to one tariff act when another one radically 
different was enacted and the process of readjusting business 
to the new conditions began. This vacillating and illogical 
policy must be stopped. If we deliberately curtail by prohi- 
bitive duties the ability of those nations now heavily indebted 
to us to sell goods in our markets, it is idle to expect an active 
and large sale of our goods in their markets. 

The actual volume of domestic business, dependent upon 
imports and exports, is far greater than the statistics indicate. 
For every $1,000 of export business, there result. several 
thousand dollars of domestic transactions when consideration 
is taken of raw products, manufacturing, wholesaling, and 
jobbing transactions which result. We cannot follow the same 
tariff policy that we did when almost 90 per cent. of our sales 
to foreign countries were made up of raw materials which 
could not be obtained elsewhere. 

Up to the period of the war, our investments abroad were 
relatively small. We had for many years been a capital ab- 
sorbing market and a large volume of European capital was 
invested in our securities. But the war changed this condition. 
With our exports of food and war supplies, we bought back our 
investments and in addition absorbed a large amount of gold. 
We have had a favorable balance of trade, that is, an excess of 
exports over imports. We have purchased back securities, 
imported large amounts of gold, and finally have loaned 
Europe many billions of dollars. This has enormously affected 
the fundamental basis of foreign trade between the United 
States and the European countries. These nations do not have 
at present any large surplus of goods for export. They have 
no gold with which to buy imports. They owe the United 
States this large sum of money. It would seem, therefore, that 
the basis upon which we can proceed to resurrect our export 
trade with Europe is relatively simple. In the first place, before 
there can be an exchange of goods between the United States 
and Europe or between Europe and other nations, raw prod- 
ucts must be imported into Europe by which she will be able 
to set to work her factories. Europe must be granted long 
term credits in order that she can secure these products and 
create a surplus of goods for export. 

If we are to secure our share of the world’s commerce it 
will be necessary for us to develop machinery and acquire 
experience to conduct this trade. This means not only banking 
and investment organization but also export agencies, adequate 
carrying trade—merchant marine—and above all a recognition 
that successful international trading must, in final analysis, be 
an exchange in large part of products. 

The period since the close of the war brought into relief 
certain factors that appear as determining with respect to 
our foreign trade. The war acted as a stimulus but produced 
no change in the tendency manifest in our foreign trade prior 
to 1914. Even before the war our exports of manufactured 
products had reached a place of equal importance with that 
of raw materials. This gradual change which had been taking 
place in the character of our foreign trade made imperative 
changes in our methods of merchandising. American manu- 
facturers, selling their products in competition with those of 
foreigners who had at their disposal a highly trained, sub- 
sidized sales organization were faced with a situation radically 
different from our former trade problem when we were ex- 
porting primarily raw products. In addition to the sales 
problem there developed as a corollary to the changing char- 
acter of our trade a financing problem. Not only were we 
faced with specialized sales competition, aided by foreign gov- 
ernments, but also in many instances by a credit organization 
supported by powerful financial interests, closely allied in some 
instances with their governments. The effect of the war upon 
the normal development of our foreign trade was unfortunate 
in some respects in that temporary necessities and govern- 
mental credits placed this trade on a favored basis. With a 
return of peace conditions we now find ourselves at a disad- 
vantage through the lack of a wide knowledge of the habits 
and customs of other nations that is essential in the develop- 
ment of foreign trade. 

The American exporter who received his training during 
the war period now finds in vogue methods that in many in- 
stances are new to him. In addition to the apparently changed 
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methods of financing he finds keen competition developing both 
in respect io price and terms of credit. This situation can 
only be met satisfactorily through an intimate knowledge of 
the foreign trade methods of different countries. As long as 
we continue to treat this trade as unimportant, great improve- 
ment is not likely to develop. American banks can render 
valuable assistance in the essential educational work that must 
be carried on in this country. Every banker should have a 
working knowledge of the principles of over-seas financing 
and the best methods of cooperating with foreign banks. 


FEDERAL RESERVE SYSTEM 


One of the most important agencies now existing for the 
development of our greater participation in world commerce 
is our unified Federal reserve banking system with the amend- 
ments made to the original act, especially those known as the 
Edge and Webb-Pomerene laws. 

,Even American bankers scarcely appreciate the strength 
of this: system as it has demonstrated itself during the war 
period. We are yet too close to this period to give full credit 
to its managers, though little sympathy is given by those most 
familiar with the workings of the reserve banks to recent 
criticism. No banking system ever had such a test applied 
to it as that of our Federal reserve system during the war 
and in all important essentials it has splendidly acquitted itself. 
Whatever minor defects have appeared can be corrected on the 
basis of experience. But it is safe to predict that it will in 
all essentials stand both as a basis ‘of our domestic and foreign 
system of banking. It is in the latter connection, that of 
foreign banking where further development must be made if 
we are to secure and hold our share of the world commerce. 

The Edge Banking Corporations should be perfected as a 
basis of our foreign banking system for no nation can do a 
great international trading business and depend upon the banks 
of other great international trading nations for their foreign 
banking and trade service. We are in position to develop 
international banking machinery equal to that of any great 
commercial nation. 


CONCLUSION 


The United States is a world power, political, social, and 
economic. However attractive to our forefathers the political 
and economic isolation was and however justified this policy 
may have been and however appealing on sentimental grounds 
it may now be to some of our people, the progress of events 
has made necessary the abandonment of such a policy. Prog- 
ress in the realm of human efforts is but a larger comprehen- 
sion of the possibilities for human service whether considered 
from the viewpoint of idealism or from the viewpoint of ethical 
or business considerations. With these larger possibilities come 
larger obligations and greater duties. The people of the United 
States have contributed much to world civilization in ideals 
and technological advances during the past century, and 
because of this splendid history of the past, it is safe to assert 
that our people will not default in their present and future 
obligations to human progress because of a narrow and selfish 
adherence to a gospel of restricted nationalism. - 

In conclusion, ladies and gentlemen, may I add, with the 
greatest emphasis at my command, that however efficient may 
be the industrial and commercial organizations of the United 
States, and however large may be the merchant marine of the 
United States, that we can not take our part in world com- 
merce unless the third arm of commerce is sufficiently de- 
veloped, and that a financial system is developed able to 
finance and carry our overseas trade, whatever the demand 
of our customers may be for credits. 

Mr. Chairman, I thank you. (Applause.) 


THE Present: Mr. Watts has given us a magnificent 
outline of the fundamental need for commerce of this 
country with the nations, and his conclusion leads up nat- 
urally to the subject that concerns us all. Granted that that 
commerce must exist, how can the financial machinery be 
created which can take care of it both adequately and 
securely? That is the big problem that has been confronting 
the world since the upset conditions following the Armis- 
tice. That was discussed at the International Financial Con- 


4 
| 


November, 1921 


ference in Brussels at which more than thirty-five nations 
were represented. A chairman was selected of that committee. 
We have here to-day that chairman. He has come here ex- 
pressly as our guest, and not only as our guest but as the 
representative of the views reached at those conferences 
regarding the creation of a scheme of international credits, 
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known to a certain extent as the ter Meulen plan, and he 
today will explain to us with complete fullness and compre- 
hensiveness exactly what that scheme comprehends. I therefore 
take the greatest of pleasure in introducing to this assembly 
our guest from Europe, Sir Drummond Drummond Fraser. 
(Applause. ) 


International Credits 
(The ter Meulen Bond Plan) 
By Sir Drummond DrummMonp Fraser, K.B.E., M.Com. 


The way in’ which you introduced me and the hearty 
welcome you have given me as your guest makes me feel that 
I am already saturated with the spirit of the West, the finest 
spirit in the world. (Applause.) 

I come before you from our little island with modesty and 
not a little trepidation. When I received the invitation from 
your President John S. Drum, through F. O. Watts, the chair- 
man of the American Delegation at the Congress of the Interna- 
tional Chamber of Commerce in London, I was thrilled with 
pride at the distinction conferred upon me by this invitation. 
As time went on, however, I became more and more doubtful 
of my ability to address such a gathering of distinguished 
bankers, and now I am overwhelmed by the magnitude of my 
audacity in coming before you to try to convince you that the 
plan I am going to lay before you is the one and only 
plan which can rehabilitate trade and commerce between 
this great nation and the war-stricken countries of Europe. 

I ask you, please, to bear in mind that I am only the humble 
instrument whereby a great plan is to be launched upon the 
world. The author of the scheme is Mr. ter Meulen, an 
Amsterdam banker, who spent two years in working out the 
details, so as to meet every possible contingency. It was 
adopted by the Brussels Conference in September, 1920, and by 
the Council of the League of Nations in December. A sub- 
committee of the Finance Section, consisting of M. Avenol 
(France), Sir Henry Strakosch (South Africa), and Mr. ter 
Meulen (Holland) were authorized to find an organizer, and 
their choice fell upon me, in March, 1921. This is the reason 
why so unworthy an exponent appears before you today. 

I claim that this plan will restore normal oversea trad- 
ing; that it will re-awaken the dormant confidence in the 
ability of importers in war stricken countries to pay their 
way; that it will enable governments to keep their expenditure 
within their revenue; that it will render possible the mobiliza- 
tion of revenue-producing assets of borrowing countries to pur- 
chase essential imports which will restore the purchasing power 
of these countries; further that it will enable lending countries 
—of which yours is the most important—to secure, with the 
collateral bond, a safe outlet for exports and thus restore the 
prosperity which the stagnation of oversea trade has checked. 

It does not undertake to stabilize exchanges. These ex- 
changes were dislocated owing to the war-denuded stocks be- 
ing replenished at excessive prices, in certain countries pre- 
vious to the recovery of their export trade after the war. It is 
the conditions of the trade in each of these countries that 
have to be tackled. When these conditions have been restored 
to normality, the exchanges will take care of themselves. 

Since I became the organizer the plan has been univers- 
ally accepted by exporters, bankers and by the World Cotton 
Conference and the Congress of the International Chamber 
of Commerce. 

In Appendix I to this address I have given a synopsis of 
the way in which the plan is being applied to Austria. I 
have also given (Appendix II) copies of the resolutions passed 
unanimously by the two above-mentioned international confer- 
ences; and I have added the official text of the plan (Appen- 
dix IV). 

The funds required by exporters is a matter for the banks 
and the investors of the lending countries to deal with. I 
have added a draft plan (Appendix III) which I suggest will 
meet this situation. It is on the principle of your own “Edge” 
corporations, 


THE TER MEULEN PLAN 
SUMMARY OF PLAN 


The plan is designed to enable war-stricken nations, who 
possess approved national securities, to finance essential im- 
ports—i.e., goods which stimulate the productivity of the 
country—by giving them the power, through the bond, to com- 
mand the confidence which will attract the necessary credit. 
The plan proposes the formation of an international organi- 
zation for the provision of guarantees which on the one hand, 
will protect the autonomy of the borrowing countries, and on 
the other hand will offer adequate security for lenders. 

Purchases from foreign countries must be balanced by 
sales to the foreign countries. The purchases and sales must 
be made through the private importers of one country with 
the private exporters of another. It is not intended to finance 
governments except in special, approved cases. 


WorKING OUT THE PLAN 


The first step is for the government of a war-stricken 
country to apply for the issue of bonds. It notifies what 
specific assets it is prepared to pledge as a security for the 
commercial credits to be granted by the exporting countries. 
The securities required are such as yield a regular and, if pos- 
sible, a weekly, fortnightly or monthly revenue, such as rev- 
enues from customs duties, state monopolies, etc. Of course, 
the nature and value of these securities are carefully examined 
and a gold value assigned to them, and permission to issue 
bonds to the gold value of the assets pledged is then granted 
to the government of the borrowing country. These assets 
will be managed by the borrowing country or, in cases of 
necessity, by the International Commissiog or by a specially 
appointed sub-commission, on which the lersoulan country 
may be represented. As soon as the total amount of bonds 
is fixed, the borrowing country issues bonds maturing in five, 
ten or fifteen years, at an agreed rate of interest. These 
bonds, which will be used as collateral security, will be pay- 
able in whatever currency the exporter desires and will be 
issued by the importer’s government in the same currency. 
This will generally be the currency of the lender’s country; 
but it does not follow that this must necessarily be so. The 
outstanding feature of the ter Meulen bond is that the govern- 
ment of the lender’s country does not appear, therefore the 
borrower’s country, which provides the guarantee for its na- 
tionals or itself, is freed from the self-interest of the lender’s 
country provided the revenues from the pledged assets are 
managed in accordance with the wishes of the commission. 

The bonds will only be handed over by the government of 
the borrowing country to such of its national importers as have 
been able to satisfy the government with regard to their stand- 
ing or securities. 

Thus, there is the creation of a reservoir of credit in re- 
turn for an adequate national security. This created reservoir 
of credit takes the form of ter Meulen bonds, i.e., bonds pay- 
able to bearer. The revenue from the borrowing country will 
be adjusted to meet three specific demands: payment of matur- 
ing bonds; provision of interest and sinking fund; and pur- 
chase of bonds against the debt of possible but not very 
probable defaulters. The last of these is a very unlikely 
contingency, for-the simple reason that the borrowing country 
is certain to sift most carefully the importers to whom it issues 
bonds. It knows well that any default will bring discredit 
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upon the country. And this is a serious matter to a country 
trying to regain world confidence in its commercial status. 
Where a default occurs, the exporter who holds or has pledged 
the bond is obliged to offer it for a fortnight to the borrowing 
government, upon whom the ultimate liability of a default falls, 
unless he wishes to hold it as an investment. If he holds it 
as an investment, he has the right to cash the coupons for 
interest as they fall due and to the repayment of the principal 
when the bonds mature. If the issuing government does not 
buy back the bond and the exporter sells it on the open market, 
it is estimated that the position of the sinking fund will enable 
the International Commission to purchase these defaulters’ 
bonds out of the sinking fund, plus any surplus from the pro- 
ceeds of the sale of bonds, etc., which may form a reserve as 
the commission may determine. But with the discrimination used 
in the choice of importers this necessity should hardly ever arise. 

A borrowing government having applied, an issue of bonds 
having been fixed, there is no reason why those bonds should 
not be used by an exporter willing to give open credit. The 
bonds may be in excess of the obligations of the credit. This 
naturally creates a revolving credit always covered by the 
collateral bond. The importer is armed with a satisfactory 
collateral security on a sound financial basis, because no com- 
mission will allow the issue of the bonds until they are satis- 
fied that the borrowing government will be able to balance its 
budget at no distant date. The exporter, too, is in a strong 
position. He will only enter into the transaction with im- 
porters whom he knows, with whose honesty he is satisfied. 
But he has not sufficient confidence in the importer’s ability 
to pay. This confidence is secured by the bond. 

In an ordinary transaction, when the importer has met his 
obligation the bond is automatically released and returns from 
the exporter to the importer and from the importer back to 
his government. The borrowing government is then at liberty 
to employ it for further transactions. When a series of such 
transactions has been satisfactorily carried through, with bene- 
fit to all parties, it stands to reason that a revival of confidence 
in the commercial ‘stability of the borrowing countrie$ will be 
followed by the gradual restoration of normal conditions. 

It is obvious that the bonds will only step in where the con- 
ditions are suitable for ordinary banking accommodation. 
The exporter naturally wishes to have the transaction carried 
through with the minimum of risk, while at the same time he 
is willing to grant longer credit than is usual with the banks. 
Therefore, with the bonds as a collateral, he can make arrange- 
ments for the finance through a corporation, such as the cor- 
porations formed under the Edge act. Such a corporation 
would naturally give those longer advances against a ter 
Meulen bond as satisfactory security, because it obtains its 
funds from its own debentures at five, ten, fifteen years, sub- 
scribed by investors. 


Bonps For EssENTIALS ONLY 


The reason that investors will be attracted to these cor- 
porations is because they finance foreign securities—such as 
the ter Meulen bond—for essentials only. ‘These bonds will not 
be issued for non-essentials, because non-essentials hinder rather 
than stimulate the economic life of the borrowing country. 

No attempt so far has been made to define essentials. Each 
application will have to be decided on its own merits. What 
may be an essential in one country may be a non-essential in 
another, 

Whatever view one held six months ago of independence 
of states and the imposing of commercial, transport and other 
barriers, necessity has swept all before her and has found a 
simple way of enabling these countries to define approved im- 
ports, which they can obtain by means of the ter Meulen 

- bonds, without the delay of official intervention. The prin- 
ciple underlying the recent commercial treaties between the 
new states may be considered as an example of the business- 
like manner in which steps are being taken to facilitate normal 
commercial relations between the states without undue delay 
or red-tape restrictions. 


But one must go a step farther. Legislation spoon- 


fed by the government must go, and industry must be left 
to manage its own affairs. No credit plan, however good, 
can be successfully adopted unless trade is freed from war- 
time restrictions. Bureaucratic control, although necessary in 
wartime, must now be removed. The diffidence of the new 
states to pledge their assets has to be overcome. Necessity will 


bring this about, especially if exporters of the lending coun- 
tries will insist upon importers of the borrowing countries im- 
pressing upon their governments to apply for these new bonds. 
I can see from the experience I have had already that the bonds 
will be used not so much for the import of raw material which 
is quickly turned over into productive use, but for reconstruc- 
tion purposes which necessitate longer-term credit. These 
countries are already looking forward to borrowing for long- 
term periods, say fifty years. The door is closed for such pur- 
poses; and even if it were open, the terms would be onerous. 
The ter Meulen bonds will bridge over this transitory period. 
And the pledge necessary for the bonds can be used at a later 
date, when the terms would not be so onerous for the fifty- 
year loans. This is where necessity will dominate the situation. 


AMERICAN POsITION 


International solidarity is based upon economic necessity, 
just as a sound system of credit is based upon gold. The Inter- 
national Credit Plan—ter Meulen bonds—of the League 
of Nations does not bar American exporters being interested 
so long as they have faith in the plan. The absence of 
America as a member of the League does not affect the 
plan, because the participating countries are borrowers. 
America is a lender. 


FINANCE BEFORE THE WAR 


Before the war the financial machinery for the payment 
of goods and services from one country to another was pro- 
vided by the banks with little or no disturbance in the ordinary 
normal flunctuations in the rates of foreign exchange, and the 
world level of prices remained constant. The import and ex- 
port of gold required to maintain the equilibrium of the bal- 
ance of trade, i.e., to keep the price-levels in equilibrium, was, 
comparatively speaking, a small amount. The expansion and 
contraction of this financial machinery was automatically but 
effectively regulated by the rate of interest charged. As gold 
flows into a country the price-level is raised and the interest 
charge is reduced; as gold flows out the price-level is reduced 
and the interest charged is increased. 


FINANCE DuRING THE 


Directly the war broke out the belligerent governments 
used the financial machinery without the usual restraints to 
provide for war expenditure. The consequent increase in the 
purchasing power, without a corresponding increase in consum- 
able productive goods, brought about the progressive rise in the 
cost of living. It was said at the time that it was impossible 
to finance a huge war without the expansion of financial mach- 
inery—credit and currency. It is now equally recognized that 
heavier taxation and more attractive terms for voluntary loans 
would have prevented the greater part of the rise in the cost 
of living, and the violent fluctuations in the rates of foreign 
exchange, which naturally hinder trade activity. Heavier taxa- 
tion and higher rates for loans would have prevented the price- 
level reaching abnormal heights, because the purchasing power 
would have been checked by a transfer of individual purchas- 
ing power to the government. 

Immediately after the armistice the machinery was once 
again strained by traders—with the usual brakes to protect the 
gold base not working—who had to meet the phenomenal 
world-wide demand for goods at any price. The inevitable 
reaction early in 1920 produced a catastrophic slump in prices. 
The unavoidable result was a drastic curtailment of banking 
accommodation, in order to show that the supply of bank credit 
was not adequate to continue to finance goods at the high 
price-level reached. 


FLOATING DEBTS AND FRozEN CREDITS 


These two factors—expansion of credit and currency for 
government war expenditure and for world-wide speculation— 
left the people with two heavy burdens to carry, viz., “floating 
debts” and “frozen credits.” There is only one way in which 
the people can be relieved of these two burdens, and that 1s 
by the issue of a voluntary, continuous loan, sufficiently attrac- 
tive to cause a gradual transfer of bank deposits and bank- 
notes from individuals to enable governments and traders to 
repay the banks. With regard to “floating debts,” a reduction 
of bank liabilities (deposits and notes) would mean an equal 
reduction of bank assets (government securities); but it 
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would leave the cash resources of the banks untouched. Thus 
the banks could automatically create an expansion simultane- 
ously with a contraction of bank credit. With regard to 
“frozen credits,” the application of the ter Meulen bonds for 
productive purposes, with the elasticity in expansion and con- 
traction of bank credit, would naturally melt the “frozen 
credits” and thus revive the productive power which alone 
would enable war-stricken countries to pay their way and other 
countries to regain their prosperity. To restrict the credit of the 
war-stricken countries of Europe would entail the shrinkage 
of exports from America and other exporting countries, be- 
cause all countries are interdependent. For the recommence- 
ment of the revolving passage of goods we have the ter Muelen 
bond as the simple instrument by which the new financial 

machinery will be enabled to link together in the cooperative 
spirit all the countries of the world. 

Thus, firstly, an equilibrium between the government’s cur- 
rent expenditure and revenue—because the printing press 
would be stopped—and secondly, the ter Meulen bond, which 
will enable importers to pay exporters—because they will have 
time for recuperative productivity—will be the remedy which 
will bring about a return to normal conditions. 

Now I come to the crux of the whole matter: finance. 

The importer will want to know that the exporter will be 
able to finance the transaction until he can pay. The ex- 
porter has now four reservoirs to tap: 

(1) Open Crepit. Exporters give credit with or without 
security from their own resources and, to meet seasonal re- 
quirements, rely largely upon banking accommodation. This 
open revolving credit has ceased to revolve in consequence of 
the lack of confidence of exporters in the ability of importers 
to pay their way. 

(2) Casu Crepit. This is represented by cheque; cable, 
etc., transfers, which also mean the transfer of banking accom- 
modation. 

(3) Butt Crepit. Before the war the international cur- 
rency was mainly a European bill, which sett!ed the payments 
of oversea trade all over the world. This also means banking 
accommodation. When the war broke out I estimate that 50 
per cent. of these bills were in circulation outside the European 
market; the bulk of these bills were held by banks as self- 
liquidating interest-bearing securities (a profitable substitute 
for gold). 

(4) Bonn Crepir. This is the new financial machinery 
required today for removing the lack of confidence and for 
quickening stagnant trade. Again banking accommodation is 
required. But it is not the bankers’ duty to find the accom- 
modation for the reconstruction of the European countries 
and the development of enterprise requiring long-term credit. 
This is where the Edge act corporations come in, to turn 
“frozen credit” into productive credit. Just as the govern- 
ments of the borrowing countries have pledged their national 
securities for the benefit of their nationals, so must the gov- 
ments of the lending countries support these corporations in or- 
der to safeguard the money of their own investors. Just as 
the borrowing governments must place their home affairs on a 
sound basis in order to issue the collateral bonds, so must the 
lending countries stimulate the interest of investors into ac- 
tion, in order to restore their diminishing revenue to enable 
them to maintain the equilibrium of their budgets. 

Before the war the European market, a highly developed 
organization for foreign investment, met all legitimate de- 
mands for development of enterprise in other continents. This 
enabled the European money market to control international 
finance, in which the cumulative effect of the small investor 
played so important a part. These foreign investments pro- 
portionately stimulated exports of the European countries, 
which are the most densely populated in the world. The im- 
ports into Europe of foodstuffs and raw material were re- 
ceived in exchange for the exports of manufactured goods and 
services. 

To restore this equilibrium of trade is the paramount prob- 
lem of today. In other words, the burden of the long-term 
credit required for the ‘rehabilitation of the productive power 
of Europe must be “shifted” from the “frozen credits” now 
held by the banks (which are clogging the wheels of the pres- 
ent financial machinery) into the hands of investors. Thus 


the old financial machinery will be lubricated and a new mach- 
inery created. Both are required because they dovetail into 
each other, 


NaTIONAL Export CorPORATIONS 


My suggestion is that there should be national export cor- 
porations, in each lending country, backed by a pro rata guar- 
antee of the government, banks and other financial institu- 
tions. America, England, France and Italy—the four great 
powers upon whom the peace of the world depends—should 
set the example. America, formerly a debtor country, depend- 
ing upon the European market for capital, is now a great 
creditor country; and she can only maintain her exports by 
investing capital abroad— England during the war has only 
parted with a fourth of her foreign investments, and may be 
depended upon to provide capital for development in foreign 
countries. She has not only a surplus to invest, but has the 
mature experience of generations in the issuing and the holding 
of foreign securities, not only by private individuals, but also 
by insurance companies and other trust companies. France 
can be depended upon to do her share, because the thrift of 
her population is proverbial; and she likes and knows how to 
manage foreign investments, as is evidenced by her large 
holdings of foreign securities by the small investor. Italy, 
for her full development, requires the sympathetic stimulus of 
an international security, in place of a merely national one. 
When she realizes the inwardness of her cooperation with 
America, England and France, I am convinced that the full- 
ness of her response will cause amazement. 

In all these countries a new public has been created, who 
carry in their pockets or tills paper money which represents a 
government loan, free of interest. These people require to 
be educated in the advantages of a foreign security bearing 
a good rate of interest, the proceeds of which would be used 
to fructify enterprise. In England, where the population has 
been educated, I estimate that one billion dollars of legal 
tender paper money (Bank of England notes, currency notes, 
Scots and Irish Bank notes) are held by the people, t.e., are 
not required for the ordinary circulation and bank cash re- 
serves. If this is so in England, it must be so to a greater 
extent in the other countries named. 


Investor’s Money ApEQUATELY SAFEGUARDED 


The export corporation which I suggest, backed by the 
government and bank guarantees, is obviously far superior to 
separate corporations backed by a subscribed capital. The 
attraction to investors would be so great that the demands 
upon the corporations in the different countries for the legiti- 
mate requirements of home exporters covered by sound col- 
lateral foreign securities, would be more than met by the flow 
of money from the people for investment in the respective cor- 
porations in the various lending countries. 

I can see as in a vision the money from the bonds of the 
corporations raised from the people, concurrently financing 
foreign trade as smoothly and as effectively as the bank de- 
posits finance domestic trade. The inducement to the govern- 
ments would be the restoration of the former international 
commercial relations. This would immediately help to main- 
tain the equilibrium of the budgets without increased taxa- 
tion. 

The American government has permitted the formation of 
corporations under the Edge law. But, unfortunately, they 
have not made much progress. The English government is 
willing to guarantee a large sum under the exports credits 
plan. But this is more or less sterile. The French govern- 
ment has given evidence of its willingness to do something on 
the same lines. And it seems to me that Italy would not like 
to see herself left in the cold. The machinery required for 
collecting the money will necessitate the home banks and other 
financial institutions taking part in the guarantee. The banks 
would act as agents. The inducement to them to take their 
share of the guarantee liability would be the ridding them- 
selves of their “frozen credits” by the increased productivity. 
No new machinery would be required beyond the formation of 
an international organization in each of the countries named 
and in other countries. The chairman of one of the five big 
English banks announced at his shareholders’ meeting that he 
would be prepared to recommend his board to’ join in such a 
guarantee for a British export corporation. And I know of 
other prominent bankers who are also sympathetically inclined. 
All these bankers are alive to the vital importance of inter- 
national organization. 

I believe that the present spirit of international cooperation 
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removes the difficulties one would have encountered six months 
ago in suggesting such a measure. Personally, I don’t mind 
owning that I urged the formation of such an institution five 
years ago. And I well remember the chairman telling me 
afterwards that I had made all the exporters among my audi- 
ence quite happy, because if they could not get the accommoda- 
tion they required from the banks they could get it from my 
corporation ! 

Thus the finance and management of such a corporation 
would be easy and simple in those countries which formerly in- 
vested in foreign securities. And other countries can follow 
their example. The interest charged would cover the interest 
allowed, plus expenses, plus a margin whose accumulations 
would raise a capital sum to replace the pro rata guarantee of 
the government banks and other institutions. With all due 
respect to the power of statecraft, the power of finance is the 
power that is going to safeguard democracy. 

It mav be argued that the issue of ter Meulen bonds does 
not justify the setting up of such a corporation in lending 
countries. But the reply to that is that there are other satis- 
factory securities; otherwise the American government would 
not have sanctioned the Edge act. These securities could be 
readily pledged, if it were possible to get the accommodation 
for long-term credit for productive uses which it is beyond 
the power of the banks to supply and beyond the fancy of 
the investors to purchase unless safeguarded by the guarantee 
of their own government and the home banks. Such corpora- 
tions would bridge over the transitory period, when it would 
again be possible to issue loans of, say, fifty years for the 
war-stricken countries on reasonable terms and acceptable to 
individual investors. The total of the pro rata guarantee 
would be a small percentage of the money borrowed from the 
people direct, just as the capital and reserve funds of the 
banks is a small percentage of the deposits of the people. 
Once the confidence of the people was assured there would be 
no limit to the amount of money that could be borrowed for 
productive use. 

To justify the possibilities of such a corporation I should 
like to mention some examples of what has already been done 
in my own country for the banks, the nation, the municipality, 
the cotton trade, the transit of goods, and the feeding and 
clothing as well as the welfare of the people on the bond 
system. 

BANKS 


We have concentrated our banking system into a small 
number of joint stock banks with a large number of branches. 
These branches have carried the deposit system to the doors 
of the people. In normal times the amount deposited per 
head of the population is three times what it was in the eighties, 
when the banking system had, after many years’ hard fighting, 
freed itself from grandmotherly legislation. The margin be- 
tween the amount borrowed—deposits—and the amount lent— 
advances, discounts and investments—was increased fourfold 
in the period. The result was that forty years of freedom from 
legislative restrictions had placed joint stock deposit banks ina 
position to give the people of England a superlative credit 
machine of unexampled and uneqialled solidity, when the war 
broke out. 

Since the war all the banks have emphasized the impor- 
tance to them of the small depositor. They have also extended 
their international operations. 


NATION 


When, during the war, the government for the first time 
accepted investments in the form of a continuous loan on tap, 
they obtained all the home money borrowed, after adjusting 
the rate of interest allowed on bonds, bills, bank deposits and 
foreign money. The national savings associations educated 
the people, through press publicity, voluntary workers and 
house-to-house canvass, etc., to put their genuine savings and 
surplus current income into the bonds, which gave them the 
best interest. The practical result was that the continuous rise 
in the wholesale and retail prices was not only arrested but 
actually reduced. This was, of course, due to the transfer of 
the people’s purchasing power to the government. Previous 
to this continuous method of raising money on the bond sys- 
tem, the amount raised by Treasury bills had to be carried 
as a revolving outstanding liability, which continued during 
this period and is still with us today. A funding loan failed 


to make any impression on the bill debt. But it is extremely 
satisfactory to note that the bond on tap today is raising an 
average of fifteen million dollars week by week, in multiples 
of twenty-five dollars, the whole of the proceeds being used to 
replace bills in multiples of five thousand dollars. 


MUNICIPALITIES 


For thirty years the Manchester Corporation has raised all 
the money required on short-dated mortgage bonds for the 
capital expenditure. In spite of strikes and other social dis- 
turbances, and in spite of special government stunts for spec- 
tacular war loans, the average interest paid by the corporation 
has been less than that paid by the government. The popula- 
tion served is one-sixtieth of the United Kingdom. The re- 
sult is a significant testimony to the practical value of the co- 
operative spirit. Every dollar of revenue provides: 


Per cent. 
Interest on borrowed 44 
60 
100 


Thus the people of Manchester not only provide the funds 
but take a particular interest in the management. And the 
result is that every item of expenditure is carefully scrutinized. 
Quite recently a proposed luxury expenditure was defeated. 
This defeat shows that a financial interest by the people is 
much more effective than the control exercised by Parliament 
over government luxury expenditure. 


Cotton TRADE 


The world-famed Lancashire cotton mills are entirely 
financed by the small money of the people. Some are share- 
holders; but the majority are loan-holders. These loans are for 
short periods and for comparatively small amounts. The in- 
terest on the loans is paid free from tax, that is, the mills pay 
the income tax. Those who are not liable for the full amount 
paid by the mills can easily recover what they are entitled to 
from the government. Thus the poorest investor gets the best 
yield. The loans provide the bulk of the money for building 
and machinery equipment of the mills. This system has been 
in effective operation for forty years. It has been one of the 
main reasons for the success of the mills. It has provided a 
continuous supply of capital. The people naturally take an in- 
tense pride in their mills, chiefly on account of their financial 
stake in them. This has secured efficient management. It 
frequently happens that operatives of enterprise and capacity 
have risen from the ranks to the management of the mills. 
In my own experience I have known of no case in which 
the loan-holders have lost their money. As a trustee I have 
managed trust money in the loans, which have provided a 
steady, increasing income to the beneficiaries, while their capi- 
tal has remained intact. On the other hand, as a trustee I 
have managed trust money in gilt-edged securities, the capital 
value of which is half what it was, and the income, though 
apparently the same, is greatly reduced by the deduction of 
the much heavier income tax. 


TRANSIT OF Goops 


When the group of London financiers failed to obtain the 
capital required for the construction of the Manchester Ship 
Canal, the people of the district rose to the occasion and found ° 
all the money in small sums. Today they are getting a good 
return for their money, and new money for developments is 
being found by the people on the bond system. The Man- 
chester port—thirty-five miles from the seaboard—ranks in 
importance after London and Liverpool. 


FEEDING, CLOTHING AND WELFARE 


The cooperative societies of the United Kingdom, who feed 
and clothe a quarter of the population, have raised in small 
sums. repayable at short periods, 500 million dollars. This 
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is invested in land, buildings, factories, warehouses, stores, 
etc., with a handsome proportion of self-liquidating cash re- 
sources. The surplus profits are returned to the consumers 
(cooperators) in the form of dividends. With regard to the 
welfare of the people I have—as chairman and treasurer for 
twenty-eight years of a large cooperative holiday association, 
touching a hundred thousand homes—raised from the mem- 
bers themselves all the money required for building, purchase 
and furnishing of the guest houses in the beauty, spots of 
Great Britain and Ireland. When I tell you that these people 
all have strictly limited incomes, and that in consequence, the 
loans are all in small sums, a portion of which are repaid every 
year by ballot, you will realize how—as we say in Scotland— 
“every lickle makes a mickle.” Our ideal is a strenuous, edu- 
cative arid recreative holiday in the summer-time and the 
formation of reading circles, rambling, social and literary 
clubs, fo'k-lore singing, dramatic study and the old English 
country dancing in the winter-time. The result is the creation 
of a bonne camaraderie which TI have never seen equalled; 
coupled with an absolute assimilation of the spirit of service. 

I could give many other instances of the advantages of 
an investment which secures a return of one’s money intact 
plus a fair rate of interest. But I must not exhaust your 
patience. The examples I have given you illustrate all the 
principles I have just been advocating. 

This short-term bond system, which I had the honor of 
initiating for war purposes in my own country, with magni- 
ficent results, convinces me that the broadest possib'e system 
of continuous investment achieves not only the best financial 
results, but draws an ever-widening circle of people of all 
sorts and classes, through a common financial stake, into 
something far finer than the mere common interest of money- 
getting. It brings them into the all-embracing arms of a uni- 
versal hrotherhood. 


Tue PresipENT: Sir Drummond, on behalf of this Asso- 
ciation I want to express its gréat gratitude to you and its 
great thanks for your coming here. 

I want to say, however, to the Association, now, if there 
are any questions that you desire to ask of Sir Drummond 
in regard to the Ter Meulen bond scheme, he will be more 
than pleased to answer them from the platform. Hearing 
none, we will pass on to our regular order of business, and 
I will call upon the nominating committee for its report. 
Is Mr. Houston present? 


Nominations and Elections 


Frank K. Houston: The nominating committee met on 
Tuesday, October 4, 1921, at 4:30 p. m., in the Clark Hotel, 
and unanimously nominated the following officers for the 
American Bankers Association for the ensuing association 
year: 

For President—Thomas B. McAdams, vice-president of 
the Merchants National Bank, Richmond, Va. 

For First Vice-President—John H. Puelicher, president of 
the Marshall & Issley Bank, Milwaukee, Wis. 

For Second Vice-President—Walter W. Head, president 
of the Omaha National Bank, Omaha, Neb. 

THE PresipENtT: Do you move the adoption? 


Mr. Houston : I do, and that the Secretary cast the ballot . 


of the Association for these officers. 

The motion was seconded. 

THE PRESIDENT: It has been moved and seconded that this 
report be adopted, and that the Secretary be directed to cast 
the ballot of the Association for the officers named. Are 
you ready for the question? 

There were calls for the question. 

All in favor of the motion will please say Aye; contrary, 
No. With the greatest of pleasure I announce that the vote 
is unanimous, and that the gentlemen named stand as the 


officers for the American Bankers Association for the ensu- 
ing year. (Applause.) 


Announcements 


The Secretary has some communications that I will read. 
On account of the great amount of work he has been doing, 
his voice is not as good as it was. 

The bankers of San Francisco, desiring to cooperate with 
Los Angeles in extending the hospitality of California to its 
visitors, would like to get in touch with all delegates who 
will return via San Francisco. Leave your names at Cali- 
fornia State Headquarters, mezzanine floor, Alexandria 
Hotel, advising when you will arrive in San Francisco, in 
order that preparations may be made to make your stay in 
that city pleasant. 

That invitation is signed by the San Francisco Bankers 
Entertainment Committee, Russell Lowry, Chairman. _ 

For the benefit of those who were not in attendance at 
convention Tuesday: Members from California, Oregon and 
Washington, holding transportation certificates are advised 
to. immediately present same to the Transportation Depart- 
ment at the registration headquarters, in the Assembly Room, 
Alexandria Hotel. Unless 150 certificates are turned in no 
reduced fare for the round trip can be obtained. Delegates 
holding round trip tickets are requested to present the same 
for validation at the various transportation offices indicated 
in the program, not more than 24 hours before the departure 
of their trains. 

Pullman accommodations may be obtained at the same 
offices. 

A request from the Automobile Committee is made that 
all cars used for the Friday afternoon trip approach the 
Grand Central Garage from Seventh and Grand avenue and 
proceed north on Grand avenue to Fifth street. 

There is mail, and telegrams, for some delegates in the 
post office located in the assembly room, Alexandria Hotel. 

The following is a list of telegrams and letters which 
remain undelivered at the registration headquarters, assem- 
bly room, Alexandria Hotel: Telegrams for Russell Lowry 
and Charles A. Sagg, representative of the Brotherhood of 
Locomotive Engineers; letters for C. E. Butler, L. S. 
Critchell, Fred P. Fellows, Charles Fernald, B. L. Stowe, 
and H. F. Shaffner. 

Copies of the “Survey” may be had at the headquarters of 
the Association, Alexandria Hotel, upon request, also at 
information booths located in the four headquarters hotels. 

“Animated Events” released under auspices of the Los 
Angeles Evening Express desires that those in attendance 
at this meeting assemble on the Fifth street entrance of the 
Auditorium for the purpose of having a picture taken. 

Here is an invitation from the Los Angeles City Club: 

The Los Angeles City Club extends the courtesies of its 
club to members of the American Bankers Association and 
their ladies. The club is located on the twelfth and thirteenth 
floors of the Chapman Building, at Eighth street and Broad- 
way. It has an approximate membership of 3,000, and beauti- 
ful quarters that it wishes the members of the Association 
to avail themselves of, and enjoy. 

If there is no further business, we will adjourn until 
9:30 tomorrow. 

Adjournment was taken until Friday, October 7, 1921, at 
9:30 aA. M. 
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President Drum called the convention to order, and the 
Rev. Father Harnett pronounced the invocation. 

THE PresmpENT: I shall now call for the report of the 
Agricultural Commission. Mr. Hirsch, who has been the 
faithful chairman of that commission for so many years, has 
been detained at home, and the report will be presented by 
W. C. Gordon. 


Report of the Agricultural Commission 
JOSEPH HIRSCH, Chairman 


Inspired by a successful conference of state leaders of 
banker-farmer activities and by a remarkable address by E. 
T. Meredith, then Secretary of Agriculttre, bankers left 
the convention of the American Bankers’ Association at 
Washington a year ago resolved to increase their efforts for 
a better agriculture and country life. 

Many of their plans, however, were soon deferred be- 
cause of the financial stress and difficulty into which our 
basic industry was quickly plunged. As far as the extension 
of much of its program was concerned, the work of the 
Agricultural Commission was also halted. Almost every 
banker in an agricultural community was kept busy battling 
with the situation. 

To the best of its ability the commission continued its 
program of inspiration and education, constantly urging upon 
bankers the importance of a genuine, whole-hearted banker- 
farmer cooperation and when possible, suggesting in a large 
way, some of the means by which this cooperation could be 
effected. 

The commission, urging the banks of the United States 
to stand by agriculture in its crisis is proud to report that 
there was no weakening along the line. The invariable testi- 
mony of farm journals, state colleges of agriculture and 
other agencies, which had the best opportunity to judge, is 
that the banks were the good and firm friend of the farmer 
during his plight. Questionnaires sent out by farm journals 
in many of the agricultural states brought evidence to this 
effect from the farmers themselves. 

Iowa and South Dakota were among he states where 
committees on agriculture arranged meetings with farmers 
in various parts of the state to discuss the situation and seek 
the best way out. There is no question in the minds of the 
commission that banker and farmer are closer together and 
have a better understanding of each other’s problems than 
ever before, as a result of these conditions. 


MARKETING 


The commission for some time had pointed out the neces- 
sity for better marketing for agriculture and the importance 
of a careful study of farm marketing problems by bankers. 
This year has seen the forming of ambitious marketing plans 
by the farmers of the country. That the bankers might 
make an intelligent study of these plans, various articles have 
appeared in The Banker-Farmer. Bankers have been urged 
to inform themselves that they might be able to discuss the 
marketing program. We are glad to report that bankers’ 
state associations such as Illinois realize the necessity for 
banker knowledge along these lines. The Illinois associa- 
tion, urging a careful study, recently sent to every member 
bank copies of the various organization plans of the farmers. 

The organization of a five million dollar farm credit cor- 
poration by Iowa bankers in conjunction with farmers has 
for one of its objects more orderly marketing of farm prod- 
ucts. 

A year ago the chairman of this commission declared that 
the banker could supply to the farmers marketing projects 
the essential which the farmer chiefly needs—a knowledge 
of business organization and methods. In the various co- 
operative enterprises which are being formed the banker 
can do great service. 
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The commission has had valuable cooperation from the 
United States Bureau of Markets, which has furnished a 
number of timely articles for publication in The Banker- 
Farmer. The need for better dissemination of market in- 
telligence is realized. It is interesting to record that within 
a few days form the publication in The Banker-Farmer 
of an article by the chief of the Bureau of Markets, advising 
banks that they could obtain ‘‘marketgram” reports, some 25 
banks asked for them. 


Farm TENANCY 


The past year was, of course, ill-fitted for a continuance 
on broad lines of the commission’s campaign to decrease farm 
tenancy and encourage the sale of farm lands to young 
farmers. The preliminary statistics of the census of 1920 are 
convincing as to the necessity for a careful consideration of 
the tenancy problem, even though there is one encouraging 
feature in the report, that although there are more tenants than 
ever before in this country, the rate of increase as compared 
with previous decades has decreased. Bankers’ state com- 
mittees are urged to study the tenancy statistics and ascertain 
the facts regarding the situation in their states. It is en- 
couraging to note that the bankers of the country, harassed 
and hurried as they were, did not lose sight of the tenancy 
question. For instance, the Kansas Bankers’ Association 
adopted this resolution: 

Resolved, The evil of the growing menace of farm ten- 
antry vitally affects the growth and prosperity of Kansas 
and we express a sympathy and interest in a solution that 
will help to place actual owners on te far. 1s. 

Similar pronouncements in other states demonstrate that 
many bankers are keenly alive to the condition and embolden 
belief that in more normal times it will be possible to marshal 
them for an attack upon the problem. 

Every means that can be safely and sanely used should 
be extended to the young farmer of industry and character 
whose ambition is to own his own farm, and the commis- 
sion believes that bankers in many agricultural counties often 
can be of assistance. It has urged that bankers take a 
broad perspective in viewing this question, looking to the fu- 
ture welfare of the republic. 


RuRAL EpucaTION 


TKere is no divergence of opinion on the general question 
of rural education. The necessity for better facilities for 
education in the country is conceded by all. Through The 
Banker-Farmer various articles bearing upon this problem 
have appeared from time to time. Many bankers have used 
this information to assist in bringing about consolidation and 
other steps which spelled improvement in rural education in 
their communities. 


Roaps 


The commission, naturally interested in the development 
of better roads, has been kept in close touch with the high- 
way situation. At its spring meeting the commission indorsed 
the present system of cooperation between Federal and state 
governments and urged adequate appropriations for the con- 
struction and maintenance of trunk-line interstate highways. 
The executive council took similar position. Secretary of 
Agriculture Wallace, acknowledging the receipt of these 
resolutions, declared that “the action supported his belief 
that the plan as indorsed is the only practical one.” 


U. S. DEPARTMENT OF AGRICULTURE 


The commission has continued to sustain close and friendly 
relations with the U. S. Department of Agriculture. The 
new secretary, Henry C. Wallace, no less than his predecessor, 
Mr. Meredith, shows that he recognizes the importance of 
the banker as an agency with which to reach the farmer. 

The commission has urged the importance of sufficient 
appropriations by Congress with which to carry on the work 
of the department. Many additional copies of the edition of 
The Banker-Farmer which carried the Washington address 
of Secretary Meredith were distributed by state associations, 
clearing house associations and banks. This work was taken 
up by several state associations, such as Michigan, whose 
committee on agriculture issued a special circular pointing 


254 

| 


November, 1921 


out how important government agricultural activities in 
Michigan were curtailed because of insufficient funds. 

The commission urges the bankers of the country to con- 
tinue this support. Many valuable activities of the depart- 
ment have been abandoned or curtailed by the lack of suffi- 
cient funds. 

Leaders in the Department of Agriculture have continued 
to recognize the potential influence of the bankers of the 
country and to use the commission as an avenue by which 
to use it. Various members of the department have contrib- 
uted special articles to The Banker-Farmer. 

The commission has continued to urge upon all bankers 
the importance of obtaining the counsel of the United States 
and state college of agriculture authorities. The most suc- 
cessful state committees on agriculture are those which plan 
their programs in consultation with their state colleges. It is 
most encouraging to note the closer relations which are being 
established between the bankers and these institutions. 


CONFERENCES AT STATE COLLEGES 


Conferences between bankers and farmers at state col- 
leges which were increasing in number and influence were 
tempogarily abandoned by several state associations because 
of conditions affecting the farming industry. The Texas 
association, however, held its second conference. The Michi- 
gan Bankers Association Committee on Agriculture met at 
the State College of Agriculture during Farmers’ Week. Lead- 
ers of Tennessee’s college recently met with its committee. 

Many other state committees held conferences with their 
state college leaders to map out programs for banker-farmer 
activities. 


Bank ACTIVITIES 


Countless individual agricultural activities are being car- 
ried on by banks all over the United States and many of them 
have been kind enough to give the commission and its publi- 
cation, The Banker-Farmer, the credit for their inspiration. 
There has been an increase in the number of banks which 
have engaged trained men to take charge of bank agricul- 
tural departments. The commission has paid much attention 
to this development, but has urged caution in defining the 
limits of the activity of the bank-agriculturist that there may 
be no conflict with county agents and other official workers. 

Another activity has been the engagement of banks of 
women agents. 


Boys’ AND GirLs’ CLuBs 


There has been organized a national committee on boys’ 
and girls’ club work, with E. T. Meredith, formerly Secre- 
tary of Agriculture, as chairman. Its purpose is to “sell” the 
club idea to business men. The chairman of the commis- 
sion has been asked to represent the American Bankers’ Asso- 
ciation on the committee. The committee estimates that 
$900,000 was lent to club members last year and that all of 
it was repaid. There is no way to estimate the amount of 
money which has been lent by banks for this work but it has 
been large. 


State AssoctaTIon ACTIVITIES 


Despite the necessity to concentrate upon plans to relieve 
the financial distress of agriculture, many committees on agri- 
culture of bankers’ state associations pursued various activi- 
ties of a general nature. To select some of these activities 
at random, without prejudice to other committees which 
have been similarly active— 

Prizes for boys’ and girls’ club work were given by asso- 
ciations in New York, Vermont, Maryland, Kansas, South 
Carolina, Georgia, Virginia, New Jersey and many other 
associations, 

Ohio’s committee evolved a comprehensive plan of state 
organization for banker-farmer work upon the lines sug- 
gested by the commission—a general committee with a chair- 
man in each county. Chairman Yeasting reported that banks 
in 23 counties last year lent $125,200 to finance club work. 
One group meeting was held in a small agricultural com- 
munity and addressed by a number of county agents. The 
association sold 13,000 farm account books to banks for dis- 
tribution among farmers. 

The Kentucky association has just indorsed a far-reaching 
plan for a state-wide cooperation for agricultural work be- 
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tween farmers, bankers, business men and other agencies, the 
plan, developed by Chairman Crenshaw, appearing in the Oc- 
tober Banker-Farmer. 

The Illinois association’s committee, cooperating with the 
State Agricultural Association, worked out a plan to finance 
wool shipments that the wool industry of the state might have 
the advantage of better marketing facilities. 

The Michigan committee held a meeting at the state col- 
lege of agriculture during “Farmers’ Week” and formulated 
a program of cooperation which was published in a booklet 
and sent to every member bank. Michigan is organized on 


county plan. 


North Dakota, where banker-farmer work has been ham- 
pered by a belief that the peculiar conditions in the state 
were an unsurmountable obstacle, has organized a committee 
which proposes to engage actively in cooperative marketing, 
rural education and other subjects. In cooperation with the 
North Dakota committee a sweet clover growers’ exchange 
has accomplished a fine piece of work in marketing and distri- 
buting its products. The association now considers the idea 
of a banker-farmer exchange as established by Wisconsin. 

The Committee on Agriculture of the Montana association 
has begun the publication of a small monthly bulletin dealing 
with the especial agricu'tural problems of the state and the 
opportunity for banker-farmer cooperation. 

South Dakota held a series of farmer-banker conferences 
during the winter, with the financial situation as the especial 
topic. The meetings were worked out in connection with 
the leaders of the state farm bureau federation, the state 
college, the Federal reserve bank and the state banking de- 
partment. 

Arkansas continued its campaign for diversification in 
which so much has been accomplished for the state. Many 


bankers participated in a visit by farmers to other state col- | 


leges of agriculture which was made to inspire better agricul- 
tural educational facilities in Arkansas and many bankers also 
contributed to the fund, which made the journey possible. 
hag association itself contributed $1,250 to the expenses of 
the trip. ; 

Wisconsin's activities included its “banker-farmer ex- 
change,” which is gradually increasing its service to the 
farmers and banks of the state. Wisconsin, also, backed 
financially by the Milwaukee banks, inaugurated a movement 
to influence the greater use of farm account books. 

Iowa bankers and farmers organized a farm credit cor- 
poration with a capital of five million dollars in an effort to 
make possible an orderly marketing of farm products and 
supplement existing farm credit agencies for Iowa farmers. 

Because counties threatened to discontinue funds there 
was danger of losing 50 per cent. of the county agents em- 
ployed in Tennessee. To combat this situation, the Tennessee 
Committee on Agriclture named a banker-chairman in each 
county and the county agents were retained. 

The Alabama committee worked out a safe farming pro- 
gram which was sent broadcast with a letter to each member 
bank urging cooperation in the campaign for diversification. 

Texas held its second annual banker-farmer conference, 
cooperated in a state-wide campaign for the reduction of. cot- 
ton acreage, and was active in marketing and other lines. 

Missouri’s committee cooperated in a successful campaign 
for an issue of sixty million dollars road bonds, preparing a 
poster for bank use and distributed 1252 copies of a farm 
account book. 

Oklahoma banks lent $54,760 to finance pig, cow and calf 
clubs. 

Lack of sufficient financial support st!) curtails many 
helpful activities by state associations. The example of Ar- 
kansas which raised a special fund for agricultural work is 
again recommended for emulation. 


Tue DeatH or B. F. Harris 


The untimely death of Mr. B. F. Harris, chairman of the 
commission from 1913 to 1916, was a grievous loss, not only 
to the banking fraternity and to agriculture, but to the 
entire nation. His great service to the banker-farmer move- 
ment requires no extended comment in this report. 

Honor to his memory was done in an issue of The 
Banker-Farmer, which reviewed at length his great labors for 
agriculture. 
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THE BANKER-FARMER 


The Banker-Farmer has carried on its two-fold program 
of chronicling developments in the field of banker-farmer 
activity, by associations and individual banks, and by pub- 
lishing such articles of a general nature as seem likely to 
be he:pful and inspiring. Authoritative messages from lead- 
ers in the U. S. Department of Agrictulture and the state 
colleges of agriculture have appeared. The single purpose of 
the publication is to arouse and strengthen the interest of the 
bankers of America in agriculture and country life. 

During the 12 months from September, 1920, to August, 
1921, 211,125 copies were published, of which 120,361 were 
distributed to banks through state associations. Of the re- 
mainder, 90,764, the greater portion was obtained by banks 
for distribution among their farmer customer, believing that 
this would create a better understanding on their part of the 
amibition of the banker to do his part for agriculture. 

It is the belief of the commission that, conceding how 
much has been accomplished in banker-farmer cooperation, 
nevertheless the potential force of the bankers of the country 
for the betterment of agriculture has hardly been realized. 
Today, more than ever, the American farmer needs as his 
first friend the banker. The welfare of the republic demands 
a permanent, safe, profitable system of agirculture and a con- 
tented country life. The progress to this goal will be far 
faster if every banker lends a hand. 

To the officers of the American Bankers’ Association and 
state associations and to the countless individual bankers who 
have cooperated with it, the commission wishes to express 
its gratitude. 


Mr. Gorpon: Accompanying this report is a statement 
of the financial condition of the commission, its expenditures 
during the last year, which will appear with the report. Last 
year we finished with a cash balance of $1,016.67. This 
year we finish with a balance of $4,353.84, of which possibly 
a third represents advance: subscriptions by state associations 
as individual banks to the banker-farmer, and the commis- 
sion expects this year to do its work with less money than 
it asked for last year. We have asked this year for an ap- 
propriation of $10,000 from the Association, instead of 
$12,000, as last year. Thank you. (Applause.) 

THE PresipENT: The report will be received and filed, 
with the thanks of the Association and the hope that the 
very necessary and effective work of this commission will 
continue during the coming year. 

I shall now call for the report of the Committee on 
Federal Legislation. In the absence of C. H. McNider, Judge 
Paton, who has been the legal adviser and counsel of the 
committee, will present the report. 


Report of Committee on Federal Legislation 
CHAS. H. McNIDER, Chairman 


PASseD IN SIXTY-SIXTH CONGRESS 


At the last annual convention of our Association in Oc- 
tober our report included the various bills affecting banks 
which had become law during the Sixty-sixth Congress down 
to that time and it will be unnecessary to repeat that in- 
formation in this report. 

Since the making of that report the following bills affect- 
ing banks became law prior to the close of the Sixty-sixth 
Congress: 

A bill amending Section 5146 Revised Statutes by -enlarg- 
ing the residence qualification of a director of a national 
bank to include a radius of fifty miles of the location of the 
bank. This bill was approved March 1, 1921. 

A joint resolution (passed January 1, 1921, over the Presi- 
dent’s veto) directing revival of the activities of the War 
Finance Corporation. 

A bill amending Section 11 (m) of the Federal Reserve 
Act extending the time in which Federal reserve banks may 
rediscount paper secured by war obligations in excess of 


the 10 per cent. limit from December 31, 1920, to October 31, 
1921, but only where the borrower shall in good faith prior to 
January 1, 1921, have paid or agreed to pay not less than 
the full face amount thereof. Approved February 27, 1921. 

A bill amending the Edge Act by providing_the right of 
the Secretary of the Treasury to use any Edge corporation 
as depositary in Panama and the Panama Canal Zone or in 
the Philippines and other insular possessions and depen- 
dencies. Approved February 27, 1921. 

A bill amending Section 20 of the Federal Farm Loan 
Act changing the provision which gives the land bank the 
option to pay and retire land bank bonds at any time after 
“five years from the date of their issue” by substituting the 
option to pay and retire “at any time after the minimum 
period specified in the bonds, which shall not be longer than 
od ‘a from the date of their issue.” Approved March 4, 

A bill to amend Section 4 of the Federal Farm Loan Act 
extending the provisions of the act to Porto Rico. Approved 
February 27, 1921. 

Joint resolution declaring that cértain acts of Congress. 
joint resolutions and proclamations shall be construed as if 
the war had ended on the date the resolution becomes ef- 
fective. Approved March 3, 1921. * 

A bill to authorize the coinage of 50-cent pieces in com- 
memoration of the one hundredth anniversary of the admis- 
sion of Missouri into the Union. Approved March 4, 1921. 

Also a bill providing for partial payments to the rail- 
roads. H. R. 15836. Approved February 26, 1921. 


Bitts URGED IN SIxtTy-SIXTH CONGRESS 


Our Committee worked hard to secure the passage of the 
Gore bill (S. 2903) to punish robbery of a Federal reserve 
or member bank. This was favorably reported to the Senate 
with an amendment to cover assaults upon messengers or 
others transporting property to or from the bank; but it 
was impossible to procure any further headway for this bill 
prior to the close of the Sixty-sixth Congess. Our efforts 
will be renewed in the present Congress. 

We also found it impossible to secure passage of certain 
other bills and amendments which we had been advocating, 
as follows: 

We urged the McFadden bill (H. R. 11918) to authorize 
the Secretary of the Treasury to select state bank members 
or trust companies as depositaries of government funds. A 
report of this measure to the House was the extent of favor- 
able action secured. 

We also urged the Phelan bill (H. R. 8118) increasing the 
penalty for embezzlement of national bank funds and the. 
Brand bill (H. R. 7589) to provide a clean currency. These 
bills were not reported out of committee. 

We also urged the McFadden bill (H. R. 15303) to secure 
equality of rediscount privileges between state and national 
bank members, but favorable action was not secured. 

Three subjects of amendment of the revenue laws were 
also advocated without successful result, namely, the Calder- 
McFadden bills (S. 3543; H. R. 10403) to encourage bank 
deposits by non-resident aliens by exempting interest on such 
deposits from taxation; also to permit deduction as losses of 
securities charged off but not sold. Also the McFadden bill 
(H. R. 13259) to amend certain sections of the estates law 
so as to provide for an inexpensive court hearing in event 
of dispute. 

All these subjects will be prosecuted in the present Con- 
gress. Favorable progress has already been made with the 
proposed measure exempting interest on deposits of non- 
resident aliens, which is contained in the new Revenue bill; 
also a bill to secure equality of rediscount privileges between 
state and national bank members has passed the Senate in 
the Sixty-seventh Congress and is now in the House Com- 
mittee on Banking and Currency. 


Bitts Opposep IN SIXTY-SIXTH CONGRESS 


During the last session of the Sixty-sixth Congress two 
measures were successfully opposed by our committee, namely, 
a bill introduced by Mr. Treadway last December (H. R. 
15188) to provide a tax of one-quarter of one per cent. upon 
bank deposits; also a bill introduced by Senator Calder in 
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December (S. 4721) to provide for savings departments of 
national banks, the apportionment of capital and the segre- 
gation and special investment of savings assets. This latter 
bill was particularly objectionable to the national banks in 
the form in which it was introduced. Hearings were had 
upon both of these measures at which our committee was 
represented by General Counsel of the Association and also 
by H. H. McKee, President of the National Bank Division, 
and by George O. Walson, of our Committee. Both bills 
were allowed to die in committee. Legislation similar to the 
Calder bill has been introduced in the Sixty-seventh Congress 
and will be opposed. 


BILLs IN THE SIXTY-SEVENTH CONGRESS 


In the Sixty-seventh Congress a large number of bills 
affecting banks have been introduced. These bills have all 
been examined and digested, under the auspices of our Gen- 
eral Counsel. At the meeting of our Committee on Federal 
Legislation in conjunction with the Federal Legislative 
Council at Pinehurst in May of this year, the following bills 
were considered and recommendations made that they be ap- 
proved, the report containing such recommendations being 
adopted by the Executive Council: 

S. 86, amending the Edge Act to provide that in case 
of corporations having a larger subscribed capital than 
$2,000,000, that. whenever $2,000,000 is paid in, the unpaid 
remainder’ may with the consent of the Federal Reserve 
Board be paid upon call from the board of directors. . This 
bill has since become law. 

H. R. 4905, to provide for the consolidation of state 
banks with national banking associations. 

H. R. 4826, to amend the Clayton Act, which permits an 
officer with the consent of the Federal Reserve Board to 
be connected with not more than two other banks not in 
substantial competition, by extending such permission to a 
case where, “In the judgment of the Federal Reserve Board 
no restriction of banking credit or lessening of competition 
will result.” : 


OpposeD IN SIXTY-SEVENTH CONGRESS 


At the meeting of our committee on Federal Legislation 
in conjunction with the Federal Legislative Council at Pine- 
hurst in May of this year, the following bills were consid- 
ered and recommendations made that they be opposed, the 
report containing such recommendations being adopted by 
the Executive Council: 

S. 658, amending Rev. Stat. Sec. 5146, relative to the 
qualification of national bank directors. The bill has un- 
desirable provisions. 

H. R. 176. To provide for savings departments of na- 
tional banks with allocation of capital. 

S. 836 and H. R. 238 and 5435. All these bills limit the 
rate of interest chargeable by Federal reserve banks to 
member banks to 5 per cent. 

S. 510, prohibiting member banks from charging more 
than 6 per cent. on loans secured by collateral and payable on 
call or less than thirty days. 

H. R. 225, regulating the rate of interest chargeable by 
national banks. 

S. 553, establishing uniform maximum rates of interest 
and discount for national banks. 

H. R. 2174, to provide for a national depositors’ guar- 
antee fund in each Federal reserve district. 

S. J. Res. 26 and H. J. Res. 49, providing that $100,- 
000.000 of Federal reserve bank earnings for 1920, 1921 and 
1922, be allotted to Federal land banks for the purpose of 
purchasing paper secured by farm products or live stock. 

S. 1094, creating a special live stock loan fund in the 
— reserve bank out of $500,000 of the net earnings for 

S. 755, empowering Federal reserve banks and member 
banks to purchase bonds of irrigation districts. 

A bill (H. R. 5338) introduced April 27 by Mr. Appleby 
of New Jersey to authorize the issue of two and one-half cent 
Roosevelt coins was made the subject of a referendum vote 
of our Administrative Committee last June, and opposition 
developed because such coins would cause tremendous ex- 
pense to traction companies and to banks, necessitating 
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changing the diameter of coin machines. It was felt that 
some other memorial to Roosevelt could be devised without 
seriously complicating our whole financial machinery. There 
was a hearing on this bill on June 24 before the House Com- 
mittee on Coinage, Weights and Measures at which opposi- 
tion of our Association was voiced by President Drum and 
H. H. McKee. The bill has not been advanced. 


REVENUE AND OTHER LEGISLATION 


Our committee has given due attention to the new revenue 
bill now pending in Congress and has urged a number of 
detailed amendments. These are specified in the report of 
the General Counsel and need not be repeated here. We are 
especially gratified that the proposition to permit banks to 
deduct taxes paid on shares, which has been sponsored by a 
committee of the State Secretaries Section and urged by Mr. 
T. S. Cady of Kansas City, in conjunction with our General 
Counsel, has been included in the pending revenue bill by the 
Senate Finance Committee. 

Our committee has likewise been active in connection with 
the subject of Federal regulation of fraudulent securities. 
Support has been given to the Volstead bill (H. R. 7868), 
known as the Federal Fraudulent Securities Act, which em- 
braces the principles approved by the Economic Policy Com- 
mission of the American Bankers Association and the Board 
of Governors of the Investment Bankers Association and has 
opposed the Denison bill (H. R. 7215) which would place 
impracticable conditions upon legitimate dealers in investment 
securities. 


State TAXATION OF NATIONAL BANKS 


A bill has been introduced by Senator Nelson (S. 2200; 
companion bill by Mr. Volstead H.R. 8015) which would amend 
Section 5219 U. S. Revised Statutes by providing as the 
measure of equality of taxation of national bank shares 
“other moneyed capital used in banking” instead of the pres- 
ent provision “other moneyed capital in the hands of individ- 
ual citizens of the state.” This follows the decision of the 
Supreme Court of the United States in the Merchants Na- 
tional Bank of Richmond case, in which Section 5219 was 
held violated where a lower rate of taxation was imposed 
upon intangibles in the hands of individual citizens than 
upon the holders of national bank shares. We recommend 
that this subject be given due consideration. 


PerPETUAL NATIONAL BANK CHARTERS 


At the May meeting of the Committee on Federal Legis- 
lation and Federal Legislative Council a recommendation 
was made that legislation be enacted which would render 
national bank charters perpetual in character and this rec- 
ommendation was approved by the Executive Council. A 
bill covering this subject will be drafted and urged in due 
season. 


EARNINGS OF FEDERAL RESERVE BANKS 


At the May meeting the subject of the large earnings of 
the Federal reserve banks was discussed and a sub-com- 
mittee was appointed to submit to the Executive Council 
recommendations of a plan with reference to the disposition 
of such earnings consistent with the interests of the stock- 
holding banks. In accordance therewith the sub-committee 
prepared and submitted to the Executive Council the follow- 
ing resolution: 

Whereas, The Federal Reserve banks are making larger 
profits than was originally contemplated, and 

Whereas, the said profits are being made on the reserves 
of the member banks, and 

Whereas, other interests of the country are endeavoring 
to have these profits diverted to channels other than banking 
interests, 

Therefore Be It Resolved, that Congress be petitioned to 
amend the Federal Reserve act in such a manner as to pro- 
vide for the payment of interest to the member banks on their 
required reserves—the rate of this interest to be fixed by the 
Federal Reserve Board based on the profits arising from the 
operation of the banks as contemplated by the act without 
entering into competition with the said member banks. 
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The above resolution was referred by the Executive Coun- 
cil to the Economic Policy Commission. 

We recommend an amendment to the pending revenue 
bill so that the provision increasing the income tax rate 
on corporations to 15 per cent. apply only to those corpora- 
tions with a net income of 10 per cent. or more, retaining 
the present tax rate of 10 per cent. on the corporations with 
net income of less than 10 per cent. This recommendation 
was approved by the Executive Council at its meeting Oc- 
tober 3. 

Our Committee on Federal Legislation and the Federal 
Legislative Council is organized with the machinery to carry 
out the policy of the association in favor of, or in opposition 
to, Federal legislation upon any particular subject as has 
been, or may hereafter be, determined upon, and pledges its 
best efforts for the future, as in the past, to carry out the 
will of the association upon the matters committed to its 
charge. 

THE PRESIDENT: 
the usual course. 

I now call upon Charles de B. Claiborne, chairman of the 
Committee of Five, to present the report of that committee. 
(Applause. ) 


The report will be received and take 


Report of Committee of Five 
CHARLES DE B. CLAIBORNE, Chairman 


making an apology. The apology 
which I wish to make is to take up even ten or 
twelve minutes of your time today, in view of the 
fact that I feel that I can safely say that within sixty, and 
possibly thirty days, we hope for a solution of this entire 
matter. Your committee felt, however, that we should tell 
you in a short way the work of this Association. I am glad 
to say that this is perhaps the last time you will hear a 
discussion on this subject, but this Association has spent 
years in the solution of this matter, and we feel that you 
should know of all the efforts. I say short and concise, 
because even in an attempt at eloquence there may be some 
fault. 

A certain constituent of the State of Mississippi had occa- 
sion to visit Washington, and, as usual, called on his Senator. 
The Senator, thinking to do the gentleman honor, took him 
down to the Senate chamber, and as they were going by 
the Mississippian heard an awful noise in the Senate. He 
stopped and asked a darkey who was standing by, “Who is 
this making this speech?” He says, “That is Senator Mon- 
keyfuss from Alabama, delivering his maiden speech.” He 
said, “He is some talker, isn’t he?” “Oh, yes.” “But how 
long has he been talking?” “About four hours.” “Well, 
what is he talking about?” “Well, he ain’t said yet.” 

The Committee of Five, appointed to attempt the solution 
of the exchange question, begs leave to say as follows: 


I must begin by 


CAUSE AND BEGINNING OF THE CONTROVERSY 


Your committee feels that it is called upon to deal with the 
problem of evolving the most efficient and economically sound 
plan of handling annually billions of dollars of checks. We 
say efficient and economically sound because one of the funda- 
mental and important functions performed by commercial 
banks is the use of checks, which are used in commercial trans- 
actions in lieu of actual money, and because the handling of 
these items affects the relations of and the business of 32,000 
banks, and the influence of changes in the vital principles as to 
their issue, payment or handling permeates every line of busi- 
ness. 

The Federal Reserve Board expressed the belief that the 
Federal Reserve Act and amendments thereto required the 
board to put into effect a clearing system covering the entire 
country, and determined upon a plan of universal par clear- 
ance, whereby all member banks must remit at par. They ex- 
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tended this clearing feature to non-member state banks, under 
certain conditions. Unfortunately, however, the board went 
further and considered that the interest of the Federal reserve 
system required that methods be employed to force unwilling 
state banks. 

When we stop to think that there are 32,000 banks in this 
country, and that out of that number not quite 8,000 are national 
and the balance state, it can be realized that this announced 
policy may be somewhat dangerous. The wishes of such a vast 
number should and must be considered. Fortunately, for the 
most part complete harmony has always prevailed between the 
two systems. This is as it should be, and he who would seek 
to disturb this amicable relation would be doing the community 

a disservice. Both systems have their fields of usefulness bet- 
cor to be served separately than could possibly be under any 
unified system. It might be better to bear the ills we have 
than fly to others we know not of. 

There are two great fundamental principles involved in this 
subject. 

The first involves all banks, both state and national, and 
that is the question of the performance of a necessary and 
valuable service for the benefit of others wholly without com- 
pensation. (The United States Court has decided that the 
handling of cash items is a service.) 

The second principle involves the power and right of any 
Federal agency by whatever means, statute included, to dictate 
the internal policy of state-chartered institutions; to say noth- 
ing of methods and unfair competition to accomplish this end. 

As to the second principle, there can be no serious doubt; as 
to the first, there can be endless debate. 

It was on May 1, 1916, that the Federal Reserve Board an- 
nounced its so-called universal par clearance system. 

On May 8, 1916, the Executive Committee of the Clearing 
House Section of the American Bankers Association adopted 
resolutions urging the following: 

Ist. Postponement of the inauguration of the plan. 

2d. Limitation of the items to be handled by any Federal 
reserve district to those payable in its own district. 

3d. That members be allowed a fair charge for items 
cleared by them, etc. 

On May 9, 1916, the above resolutions were referred to the 
Executive Council of the American Bankers Association, and 
referred to a joint meeting of the Executive Committee of the 
Clearing House Section and National Bank Section. 

May 10, 1916, the joint committee reported to the Executive 
Council that there existed substantial cause for concern, be- 
cause of the violent changes contemplated in a system of years 
of commercial practice—and urged delay and for the American 
Bankers Association Committee to study plans. 

May 10, 1916, the Executive Council of the American Bank- 
ers Association adopted a resolution providing for a Commit- 
tee of Five to confer with the Federal Reserve Board. A de- 
lay of thirty days was obtained from the board. 

The Administrative Committee of the American Bankers 
Association recommended that the Committee of Five and the 
Executive Committees of the Clearing House and National 
Bank Sections call on the Committee on Federal Legislation 
of the American Bankers Association to urge an amendment 
to Section 16 of the Federal Reserve Act, eliminating the pro- 
visions for par collections. A tentative amendment was pre- 
pared, but its introduction was delayed to give opportunity to 
test the law. 

The order of Postmaster General requiring postmasters to 
collect checks was recalled. 

June 10, 1916, a conference of bankers representing the 
bankers associations of eighteen states was held at St. Louis 
and adopted the following: 

Ist. Declaring the proposed clearing system to be unneces- 
sary, economically unsound and prejudicial to the general 
business interests. 

2d. Calling for the repeal of Section 16, etc., and appointed 
a committee of one from each state. 

July 11, 1916, the Administrative Committee of said con- 
ference of bankers met in Washington, D. C., and appointed a 
sub-committee, directing that committee to consult eminent 
counsel and, if advisable, to file suit to test the constitution- 
ality of Section 16, and to enjoin the Federal reserve system 
from forcing banks to remit at par. Suit was delayed until 
discussion of the whole question at a general meeting to be 
held in Kansas City. 
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September 26, 1916, the most representative gathering of 
country bankers ever held in America assembled at Kansas 
City, protested against the collection feature of the Federal re- 
serve system and authorized the continuance of the efforts to 
secure relief through legislation and in event of failure, then 
to ask the courts for an interpretation as to the constitution- 
ality of the law. 

September 27, 1916, the National Bank Section of the 
American Bankers Association passed a resolution asking all 
banks to discontinue the practice of having on their checks the 
words “Collectable at par through the Federal reserve bank” 
until such time as the member banks would be able to get im- 
mediate use of funds represented by such items at the Federal 
reserve bank. 

September 28, 1916, the American Bankers Association, in 
convention assembled at Kansas City, adopted a resolution pro- 
viding for a Committee of Twenty-five—composed of fifteen 
country banks and ten reserve city banks—charging this com- 
mittee with the responsibility of working out a clearing and 
collection plan which would be fair and equitable to the banks 
and the general public, and of cooperating with the Committee 
on Federal Legislation of the American Bankers Association to 
secure the necessary amendment to Section 16 of the Federal 
Reserve Act. 

We now come to the time, May, 1917, when the famous 
Hardwick amendment was before Congress. This amendment 
was the consummation of the work of the bankers of the 
United States to have specific legal authority to charge ex- 
change. It represented at that time the overwhelming senti- 
ment in favor of a charge. This would have become a law, 
being substantial!y favored by the House and the Senate, had 
it not been for the influence of Woodrow Wilson, W. P. G. 
Harding and Carter Glass, as a quasi-war measure. These 
men asked that the words “but no charge shall be made 
against the Federal reserve banks” be added. 

We are told by Congressmen that they understood that these 
words would not affect banks charging exchange, hut that this 
applied only to government checks, and checks belonging to 
the Federal reserve. To the very Federal Reserve Board, the 
meaning of those words are not clear; they are twisted to mean 
that this forbids them to allow exchange, notwithstanding that 
the Federal reserve banks notify all their depositing banks 
that they merely act_as agents—certainly an absurd and in- 
consistent position. If they are merely the agents, then the 
charge of exchange does not violate the law, which only for- 
bids the charge against the Federal reserve, meaning coming 
out of the pockets of the Federal reserve banks. It is clear to 
your committee and eminent counsel that the present interpre- 
tation of this clause by the Federal reserve is clearly incon- 
sistent, illogical and illegal. During the years 1917, 1918 and 
1919 we find very little activity on the part of the bankers, due 
to patriotic causes. 

The Committee of Five of the American Bankers Associa- 
tion is the successor to the Committee of Twenty-five. The 
just and equitable settlement, which the Committee of Twenty- 
five came near obtaining, was defeated through a very extraor- 
dinary piece of legislative maneuvering and manipulation. 
Contrary, however, to the predictions of the sponsors of the 
legislation, instead of harmonizing and building up the system, 
this amendment has damaged it almost beyond power to esti- 
mate. 

When it become apparent in the fall of 1919 that the Fed- 
eral reserve banks would abandon their persuasive tactics to 
establish “universal par clearance” and would inaugurate a 
campaign of force and coercion, it became necessary to adopt 
methods of meeting the situation until such time as the best 


experts and best minds would have decided upon some plan to, 


recommend to our national legislators. 

I want to assure you, and I hope you will do me the justice 
to believe me, that as chairman I have tried by every conceiv- 
able means to avoid the publicity or litigation which you have 
witnessed. The Federal Reserve Board at all times has an- 
swered, “We are not a ‘legislative body,’ go to the law makers.” 
This is not the answer which any set of bankers should re- 
ceive, and, moreover, is only technically correct. Mr. Harding 


not only cannot deny that he deliberately influenced the legis- 
lation, but admits in his sworn testim@ny, July 22, 1921, in the 
Atlanta suit, that in a letter to Carter Glass he used the words: 

“Tina, 1 think, would give you the {opportunity that you desire 
to handle the matter in conference,” 


referring especially to the 


Hardwick amendment. Some of you will recall that the country 
was shocked and dismayed by the accounts of the methods em- 
ployed by agents of the Federal reserve under the cloak of 
their official connection with the said reserve bank. 

The former Committee of Five did not have the authority, 
or did not wish to assume the responsibility of meeting force 
with force and coercion with legal action to enjoin such meth- 
ods. Hence the individual banks had to rely upon their own 
resources and meet the situation as best they could. 

December 23, 1919, somewhat after Shakespeare’s Macbeth. 
“What need we fear who knows, when none call our power to 
account,” the Federal Reserve Bank of Atlanta sent out a 
letter to the banks of the Sixth Di&trict, stating the time had 
come when the Atlanta banks would have to put par clearance 
into effect, and asking the banks to acquiesce to avoid them 
the necessity of using methods that would prove “embarrassing, 
annoying and expensive to the non-consenting banks.” L. R. 
Adams, secretary of the Country Bankers’ Association of 
Georgia, called a meeting of the executive council of that or- 
ganization for December 31 in Atlanta. On January 15, 1920, 
a bill was filed in the Superior Court of Fulton County, 
Georgia, to enjoin the Federal Reserve Bank of Atlanta from 
enforcing its par clearance ruling. 

On February 6, 1920, as president of the Louisiana Bankers 
Association, I called an extraordinary convention of that asso- 
ciation to consider what action the Louisiana bankers should 
take in view of the situation. Upon request this meeting was 
extended to all banks in the Atlanta District, and later was 
made nation-wide upon request of Nebraska and other west- 
ern states. At this meeting a national organization was ef- 
fected through which the banks of the country might cooperate, 
and the name of “National and State Bankers Protective Asso- 
ciation” was selected. And since that time the said association 
has been known as the active and militant medium to attempt a 
solution of the matter. I, myself, am chairman and Mr. Adams 
is secretary. 

In May, 1920, the National and State Bankers Protective 
Association had a meeting in Washington, D. C. A conference 
was held with the Federal Reserve Board, and certain testi- 
mony was furnished to the Banking and Currency Committee. 
Nothing substantial was accomplished, however, except the ad- 
mission by Mr. Harding that the clearing house feature was 
not essential to the success of the Federal Reserve banks. The 
members stated again that the Federal Reserve Board was not 
a legislative body, and suggested that we ask Congress to legis- 
late. As a result of the activities of the said National and 
State Bankers Protective Association, Congressmen Stegall of 
Alabama, and McFadden of Pennsylvania, the present Chair- 
man of the Banking and Currency Committee, introduced two 
bills allowing the banks to charge. 

At the Pinehurst meeting of the Executive Council of the 
American Bankers Association in 1921 the Committee on Fed- 
eral Legislation recommended that these bills be left in charge 
of the Committee of Five, who were working with the Na- 
tional and State Bankers Protective Association. The Com- 
mittee of Five reported to the Executive Council that, in view 
of the fact that the United States Supreme Court would 
shortly pass upon the Atlanta case, all action be deferred 
until that time. 

The temptation is often to close our eyes to unwelcome 
facts, but facts are stubborn things. From principles we de- 
rive probability, but certainty is obtained only from facts. 

In order to know the sentiment of the bankers of the coun- 
try, we caused this subject to be a source of discussion at a 
large number of the bankers’ meetings during the years 1920 
and 1921, and I can state that in nearly every instance, par 
collection was overwhelmingly rejected. 

The annual convention of the National Association of 
Supervisors of State Banks unanimously passed resolutions 
asking that the Federal Reserve Act be so amended as to 
allow exchange charges. 

In order to further test the sentiment, state laws were de- 
manded allowing a service charge, and in the short space of 
fifteen months nine states have passed the exchange law. 

In 1916, the American Bankers Association Committee 
mailed a questionnaire to the banks, asking, “Is the clearing 
and check collection now operated by the Federal reserve 
banks satisfactory to you?” Seventy-five per cent. answered 
“No.” This percentage applied to national and state banks to- 
gether—the compilation as far as national banks alone were 
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concerned showed 76 per cent. more opposition than the state 
banks. In answer to the question: “Should the clearing feature 
be eliminated,” the answers of 70 per cent. were, “va. 

Strange to say, after four or five years’ time—in other 
words, after a test again has been made—we find practically 
the same answers. In 1920 the National and State Bankers 
Protective Association questionnaire furnished this result: To 
question No. 1, 83 per cent. “No.” In answer to question No. 2, 
72 per cent. answered “Yes,” showing practically no change 
of sentiment, unless perhaps more opposition. Yet from the 
publication of the Federal Reserve Board you are led to be- 
lieve that everybody wants par collection. 

Injunctions are pending in the Cleveland and other districts. 
In Kentucky the grand jury indicted one of the agents of the 
Federal reserve bank. In the Atlanta district, that bank has 
been enjoined. Steps are being taken by the Oregon and Cali- 
fornia banks to enjoin the San Francisco district. Certain 
steps are being taken in the Minneapolis district, and certain 
relief has also been obtained in the Omaha branch. A suit is 
about to be filed, since the consent has been obtained, of a 
sufficient number of banks who at last dare to allow their 
names to be used, testing the meaning of the words, “but no 
charge shall be made against the Federal reserve.” “Necesse 
est ut multos timeat, quem multi timeut”—“He that is feared 
by many must be in fear of many.” 

In June, 1921, the Supreme: Court of the United States 
passed upon the Atlanta suit, and in a unanimous decision de- 
clared, “we do not need aid from the debates upon the statute 
under which the reserve banks exist to assume that the 
United States did not intend by that statute to sanction this 
sort of warfare upon legitimate creations of the states,” and 
denounced other fallacious principles of that board as unsound 
and illegal. 

The Federal Reserve Board has attempted to minimize con- 
temptuously the importance of this decision, even going so far 
as to publish that this would in no way affect them. But bear 
in mind the words, “Nihil potest Rex quam quod de jure po- 
test”—“The King can do nothing but what he can do by law.” 

Corneille says: “C’est le crime qui fait la honte et non pas 
l’echafaud”—“It is the guilt, not the scaffold which constitutes 
the shame.” 

Your committee felt that perhaps a great number of the 
bankers here to-day, not familiar with this fight since the be- 
ginning, might be interested in having all the facts in order 
that they might better know the sentiment and understand the 
subject under discussion. 

What will be done in the future will depend largely upon 
the attitude of the Federal Reserve Board and what the Su- 
preme Court will decide in the Atlanta case, which comes up 
again. 

In closing this report, your committee wishes to impress 
most forcibly upon the convention this fact, and that is, that 
under no conditions need anyone here be uneasy that anything 
unfair, economically unsound or hastily conceived will be ap- 
proved or recommended by this committee or myself as chair- 
man; that we fully realize that this is a committee of the 
American Bankers Association, an Association with an envi- 
able name, and composed of the most law-abiding and con- 
servative element of the United States; and that personal 
opinion, or pride, or glory, or self-interest must yield to the 
inevitable verdict of the best minds on this subject. Our posi- 
tion is simply this—what ought to be is going to be. 

Your committee, however, has been unable to find any- 
where any evidence that the present plan of par co!lection was 
the result of the opinion of best experts. On the contrary, 
the overwhelming testimony and evidence from those compe- 
tent to speak is that not only are par collections economically 
unsound and impossible, but that the present plan forced by 
the Federal reserve banks violates several plain provisions of 
the very act under which this plan is supposedly legalized. 

The only reasons that we have been able to find thus far 
for the “Par Clearance Plan of the Federal Reserve System” 
are the testimony of W. P. G. Harding, on July 22, 1921; the 
fact that both Senator Owen and Carter Glass, chairman of 
the Banking Committee of the Senate and the House, re- 
spectively, were ardent advocates of the par clearance of 
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checks; the letter of Woodrow Wilson to the Committee, the 
letter of Mr. Harding, and the calling attention of the 
committee by Governor Strong of the Federal Reserve Bank 
of New York to the possible charges that might be made 
against government checks for Liberty bonds. None of these, 
however, are arguments why we should have par collections. 
No opinion, unless supported by facts and figures, and along 
the lines of sound, well established economic policies, shoula 
be considered by a committee pledged to perform its duty. 

This is not a question of how it affects the city bank, or the 
country bank, or the merchants. This is a nation-wide eco- 
nomic problem affecting materially the three units just men- 
tioned, and indirectly affecting the consuming public. 

Mere opinion, theoretically advanced, and having as its prin- 
cipal recommendation, socialistic tendencies, do not belong to 
a government like ours. 

Considering the above, your committee suggests that: 

Ist. A Committee of Five on Exchange be continued for 
the purpose of further study and development of a plan for 
handling of checks for collection. 

2d. That a meeting of country bankers, city bankers, the 
Chamber of Commerce of the United States, the Credit Men’s 
Association, and representatives of the Federal Reserve Board 
be held at some central point to hear all sides, and to produce 
the necessary facts and evidence to justify respective plans or 
conclusions. 

3d. That it be the sense of this meeting that par collection 
is a business matter and not a legal problem; that, while re- 
course to the courts might ultimately destroy the present par 
collection plan, or perhaps establish the said system, either alter- 
native would only continue what we are seeking to avoid; that 
is, the dissatisfaction of a compulsory plan, without the tech- 
nical evidence to justify the conclusion. 

4th. That the American Bankers Association, considering 
the vital importance of this subject, and the fact that the Fed- 
eral Reserve Board has asked for legislation, and the further 
fact that the board admits that the present act is quite ambigu- 
ous, call upon Congress to consider immediately this entire 
subject matter, and after a full and complete hearing of city 
bankers, country bankers and business. men, pass upon this 
matter once and forever—and “Let time unfold what plaited 
cunning hides.” 

Mr. CiarporNE: I want to tell this meeting that if we 
have accomplished what we have, it has been due to the 
fair and open-minded way that your president, Mr. Drum, 
has assisted your committee. I wish to join with our com- 
mittee, and I am sure with every member of this Association, 
in saying that the American Bankers Association should con- 
sider itself most fortunate in having had a man of the ability 
and sound conservatism of Dr. Drum to guide its destinies. 
(Applause. ) 

THE PresipeENT: This very comprehensive report will be 
received and placed on file, and I refer the suggestions made 
in the closing part of the report to our incoming president, 
Mr. McAdams, for such action as he believes to be proper. 

We now come to the address portion of our program. 
It is a familiar saying with all of us that history repeats 


itself. I do not suppose there was ever a period in the con- 


duct of world’s affairs when we could so safely turn to the 
lessons of history, and see what paternal government has or 
has not done to the nations of the past. 

The subject of the next address is “What Paternal Gov- 
ernment Did to the Roman Empire.” The professor of 
classical history in the University of Nebraska has given 
that subject a great deal of his thought and attention, and 
I am now going to intr8duce to you, with very great pleasure, 
Donald McFayden, professor of classical history of the Uni- 
versity of Nebraska. (Applause.) 
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What Paternal Government Did to the Roman Empire 


DONALD McFAYDEN, -Ph. D. 


History never repeats itself. One state is never exactly 
like another. There is such a thing as progress in human 
affairs; at least in the course of the centuries, there is such 
a thing is irreversible change. There can never be another 
Roman Empire, and hence there can never be another fall 
of a Roman Empire. The catastrophe which befell the an- 
cient world never can happen again. Nevertheless, a post 
mortem upon the Roman Empire may have its uses. There 
is sufficient resemblance between ancient humanity and mod- 
ern humanity to justify the hope that the sure knowledge 
which history is able to give us of the causes of the over- 
throw of ancient civilization may yield valuable hints as to 
the dangers which threaten American civilization at the 
present day. 

But before we proceed to study the decline of the Roman 


Empire, we must first get clearly into our minds what the 


Roman Empire was. The diagnostician must first acquaint 
himself with the patient’s life history. 

The phrase Roman Empire suggests, but it very inade- 
quately translates, the illuminating Latin phrase, imperium 
Romanum, by which the Empire was known to its contem- 
poraries. The true translation of the phrase imperium Ro- 
manum is “The rule of Rome.’ Now what was Rome? 
Rome was a state of a type which the modern world no 
longer knows. It was a city-state. Allow me to remind you 
of some obvious facts. There were no automobiles and no 
railways in the ancient world. There were also no telephones 
or telegraphs or newspapers. For ordinary people there were 
not even horses. The horse in the days when the ancient 
states were taking form, and indeed throughout ancient his- 
tory, was a rich man’s luxury. It corresponded very closely 
to the Pierce-Arrow or a Rolls-Royce of today. The wealthy 
used horses when they wished to get quickly from p‘ace to 
place. They used them to race with. Horses were used in 
the army, by commanding officers, and for scouting. But ex- 
cept for the purposes mentioned, they were useless beasts. 
The plough and the harrow were drawn by oxen. Conse- 
quently, few could afford to own horses. Most men, when 
they wanted to go anywhere, walked. When they wished 
to communicate with their neighbors, they did so by word of 
mouth. The city-state was the natural form of organization 
in a walking world. »With the advent of better and more 
rapid means of communication it has passed away. That is 
one reason among many others why there can never be an- 
other Roman Empire, another instance of one city-state 
dominating a world of city-states. 

Let us try to visualize an ancient city-state. Imagine, if 
you please, a valley or other small district naturally defined. 
Scattered over it are a number of small villages where the 
farmers live, the houses built close together for mutual pro- 
tection. At some convenient point in the district is a fortress, 
built if possible on an impregnable hill, where the women 
and the children, and in case of defeat the whole population, 
can find refuge in time of invasion. In this place of safety 
is situated the shrine of the district’s guardian deity. Ir the 
beginning it was also the king’s castle. The Greek term for 
such a castle was polis. In later days the word polis came 
to mean “city”; but at this stage the polis was not yet a city. 

The first step in that direction came when the king com- 
pelled the leading landowners of the district, the members 
of the notable or “noble” families, to build their houses around 
its base. The king’s purpose undoubtedly in gathering the 
nobles around him was to keep them under his eye. The 
result was that they kept him under theirs; and their con- 
centration in one place enabled them to defy him. Sooner or 
later in all city states the kingship disappeared. The control 
of affairs passed to the nobles, and a Senate made up of 
their leaders became the governing body of the state. This 
form of government was termed by its friends “aristocracy,” 
the rule (kratia) of the best (Greek, hoi aristoi). 

In Athens and many other Greek states the development 
went one step further. The small farmers in the demes or 
villages, in conjunction with the growing body of artisans 
in the city, rose against the oppression of the nobles and es- 
tablished a democracy, the rule of the masses replacing the 


rule of the classes. The direction of the state was thereby 
transferred .from the Senate to the whole citizen body assem- 
bled in town meeting. 

Among the city states which encircled the Mediterranean, 
Rome was confessedly not the most brilliant. The modesty 
with which the Romans looked up to Athens is one of the few 
engaging features of a people which inspires our profound 
respect, but hardly our affection. In the century and a half 
of her glory, Athens achieved with graceful ease an intensity 
and variety of intellectual life, such as neither Rome nor any 
subsequent people have ever attained. The source of her 
greatness, undoubtedly, is to be found in her possession of 
that undefinable gift known as genius. But I wish partic- 
ularly to point out that not even Athenian genius could have 
produced the marvels which Athens accomplished, had not 
Athens been a free and democratic state. 

Alas, the age of Athens’ glory was short. It lasted in all 
scarcely a hundred and fifty years. It ended promptly with 
the end of Greek freedom. 

The story of the decline of free Greece provides a study 
in social pathology equally, and in some respects even more, 
instructive than the story of the decline of Rome toward 
which we must hasten. 

Yet even after their downfall the cities of Greece displayed 
a cultivation superior to that of Rome. The subjugation of 


Greece by the King of Macedon (338 B. C.) did not end their 


life. The number of them, indeed, was greatly increased. 

In Asia the kings of Syria, following the example of | 
Alexander himself, founded new Greek cities everywhere as 
instruments in the spread of Greek culture. To the Greek, 
and later to the Roman, culture appeared inseparable from 
city life, as various words which we have derived from them 
testify. “Civilization” is only a variant of the word “city- 
fication,” and “politeness” etymologically denotes the man- 
ners characteristic of a “polis,” which as we have seen was 
the Greek word for “city.” 

The new Greek cities were fair to look upon. Each had 
its marble temple, and usually more than one. Their streets, 
unlike the narrow, crooked lanes which characterized their 
older sisters, were broad and straight, and some of them 
lined with shade trees. Their public buildings were sumptu- 
ous and in accord with the best Greek taste. Most cities had 
a marble theater. The citizens did their business no longer 
as in the older days in an open market-place, but in marble 
halls. Municipal baths began to make their appearance. 
In the classic days of Athens the private dwellings were 
built of sun-dried brick, adobe houses they would 
call them here in California, small and unadorned. 
Now kings and rich men built themselves palaces sumptu- 
ously decorated and furnished, equipped with all the appli- 
ances of luxury. 

To any one who knew these splendid cities, contemporary 
Rome must have seemed sordid and crude. Her streets were 
still, what they long remained, narrow, crooked and ill- 
paved. Her private houses were mean. Her few public 
buildings were palpable imitations of foreign styles, imper- 
fectly executed. She could point to no native art, no native 
achievements in the realm of thought. It would seem that 
the Romans had not even the germs of a native literature; 
for, to judge from the absence of any evidence to the con- 
trary, early Rome was destitute of native song and story. 
Extant Latin literature and extant Roman legend is very 
palpably Greek in type. 

Yet the future belonged to Rome. The brilliant civiliza- 
tion of the Greek east was a hothouse growth. It owed too 
much to royal patronage to be really healthy. It lacked 
creative power, because it was not the spontaneous product 
of a free people. 

This is apparent even in the realm of culture. The well- 
paid scholars of Alexandria produced learned editions of the 
classic authors; but their own attempts at literature were 
frigid and unmeaning; learned imitations, utterly destitute of 
inspiration. They investigated with industry and success 
problems of physical science. But political and social phi- 
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losophy, which had been the chief interest of Socrates and his 
successors, neither they nor any of their contemporaries 
dared touch. Their royal masters had no fondness for 
men who “thought too much” upon such questions. 

The plastic arts, it is true, only now arrived at full tech- 
nical perfection. The chief artistic triumphs of free Greece 
have perished. We know them only by description or 
through rudely executed copies. But there can be no ques- 
tion that the Venus de Medici, the Belvedere Apollo, and the 
other surviving productions of the Macedonian and Roman 
periods of Greek art are far superior to their predecessors in 
sheer technique. The later artists learned to do much that 
the artists of the age of Pericles were quite incapable of. The 
faces of their statues are full of expression. They knew 
how to depict human passion and rapid motion. Yet their 
work is clearly decadent. We are told (and the surviving 
copies, poor as they are, confirm it) that those who gazed 
upon the Athena which Phidias constructed for the Par- 
thenon or the Zeus which the same sculptor carved for the 
common shrine of Greece at Olympia were led to feel the 
graciousness of Athens’ sovereign lady and the serene maj- 
esty of the Lord of the Greek Heaven. Somehow, as we 
look upon a Mercury of the Macedonian period, snap-shotted 
so to speak in the fraction of a second that the runner was 
balanced on a single toe, it is the art of the statue, not the 
god of whom we think. And the reason is not far to seek. 
The demand upon Phidias was to satisfy and evoke the adora- 
tion of a people. The later artist’s task was to decorate a 
city or a palace, to minister pleasure to a cultivated but 
unbelieving age, destitute of aspiration because no longer 
free to aspire. Thus did absolutism blight the very things it 
patronized. The cities they fostered or founded were homes 
of graceful luxury. The royal courts were adorned by men 
of talent. But there was no room for manliness, only for 
pleasure and intrigue. The virus attacked the kings them- 
selves, and the riches of the Greek world were ripe for a virile 
race to pick. 

Rome, for all her lack of cultivation, was undeniably 
virile. The Romans, down to the age when the world became 
theirs to exploit and they proceeded to ruin themselves in 
consequence, were a body of sturdy farmers, hard, self- 
mastered, unimaginative, frugal. In one respect a Roman, 
even in the days of Rome’s degeneracy, -would delight a 
banker. He might be a rake and _a libertine, but he could 
always tell where his money went, for public opinion com- 
pelled him to keep accounts. It was a relic of the olden days 
when his ancestors were tight-fisted, because money was 
scarce. 

The character of the Roman people presents a curious 
amalgamation of opposites. In Rome, as at Athens, the town 
meeting was the sovereign body in the state; for the Roman 
farmers were a self-respecting people and devoted to political 
liberty. Yet, curiously and for some reason which we can- 
not fully discern, the Roman people were equally impressed 
with the necessity of discipline. They could not conceive of 
a well-ordered state in which no one was master. Every year 
they elected in their town-meeting two consuls. Before each 
consul during his year of office walked six men armed with 
sticks; and the consul was empowered to order any citizen 
anywhere to do anything on pain of a beating—or something 
worse. When on campaign the consul’s servants each bore 
in addition to his sticks a headsman’s axe! 

The Roman belief in order and discipline went still further. 
From the beginning down to the establishment of the absolute 
monarchy of which we moderns usually think when we use 
the phrase Roman Empire, Rome was an aristocratic state. 
The popular assembly seldom failed to select the magistrates 
from a well-defined circle of noble families. The Senate 
was made up of the ex-magistrates, and thus represented 
these families. Inasmuch as the current magistracy was 
always expected to take its advice, the real ruler of Rome 
was this permanent body made up of men of inherited polit- 
ical training. 

That a people who thus strangely combined political free- 
dom and patriotism with rigid discipline and trained leader- 
ship should be a conquering people was inevitable. Yet 
the process of conquest at first was slow. Two centuries 
and a half elapsed from the time that Rome threw off the 
yoke of the Etruscan conquerors who dominated her infancy 


before she became mistress of Italy. Then in sixty-five years 
she destroyed the power of Carthage and became mistress of 
the Western Mediterranean. In thirty years more (the 
Battle of Pydna, 168 B. C.) the Greek east was hers to do 
with as she pleased; though the Senate was very slow to 
undertake the responsibility for its government and the Greek 
kings were permitted to retain their thrones under Roman 
protection for many years longer. 

The Battle of Pydna was always regarded by the Romans 
of later times as marking the turning point of their history. 
From that date onward Rome had no longer any enemy to 
fear. The Romans settled down to enjoying their con- 
quests, and the Roman state and the Roman character rap- 
idly began to deteriorate. The conquered Greeks wrought 
a terrible vengeance upon their conquerors by teaching them 
the vices of civilization. The higher things of Greece only 
a minority of the Romans were able to appreciate. The sol- 
diers who sacked Corinth, we are told, tore priceless paintings 
from the walls to use as dice boards. But if few Romans 
were capable of imitating the refinements of Greek life, fewer 
stiil were insensible to its luxuries. 

Now luxury means expense. It demands full coffers. It 
was not difficult, however, for the Roman ruling classes to 
fill their coffers. Roman provincial administration, down to 
the time of Augustus, never advanced beyond the stage of 
military occupation. The government of a province was vested 
in the commander-in-chief of the Roman army stationed in 
it; subject, of course, in theory to the Roman Senate, but the 
Senate was always too far away to consult. Over the lives 
and property of the provincials the Roman military governors 
had absolute power. To use his power for his own advantage 
was an irresistible temptation. Even without his willing it, 
gifts poured in upon him from cities and individuals subject 
to his sway who were anxious to win his favor. Julius Caesar 
went to Spain as Governor in 61 B. C., owing the equivalent 
of a million dollars. He was not rapacious, but after nine 
months he returned home debt free! Meantime, others beside 
the ruling aristocracy were milking the provinces by abusing 
their position as tax collectors, by loaning money to the pro- 
vincials at extortionate rates and by the perpetuation of bare- 
faced frauds of all sorts, with the connivance of their fellow- 
criminal, the Roman governor. The result was that the greater 
~ of the capital of the Mediterranean was soon in Roman 

ands. 

It is important to notice that Roman capitalism and the 
capitalism which you, gentlemen, represent, are utterly differ- 
ent things. Modern capitalism is esserftially constructive. You 
bankers are continually hammering at us poor folk to save 
our money and to invest it in productive industry. Roman 
capitalism, on the other hand, was essentially predatory and 
extravagant. The charge so often levied against the modern 
capitalist that he is a social parasite, living upon the fruits of 
labor, was strictly true of the capitalists of the Roman Repub- 
lic. The latter gained his wealth by robbing the provincials, 
or else by appropriating the wealth produced by his slaves. 
He did not contribute even management. He might take a 
contract to build a building. Many Roman capitalists did. But 
he scorned to act as an architect. We went out into the slave 
market and bought an architect, and in the days when Rome 
was conquering the Greek cities, there were plenty of archi- 
tects and other professional men, prisoners of war, to be 
bought. The money he acquired he squandered. He squan- 
dered it in the pleasures of the table, in gorgeous villas, doubt- 
ful perhaps in taste (unless his slave decorator was a man of 
taste), but very expensive. He squandered it in the games he 
provided for the populace or in public building, in order to get 
himself elected to an office which would enable him to get 
more money to squander. Modern capitalism aims to increase 
the general wealth. Ancient capitalism steadily impoverished 
the world. 

But a Roman provincial governorship was not merely a 
lucrative position. It was also a position of power. Far re- 
moved from any effective control, the governor made war and 
peace with neighboring peoples, virtually determining the for- 
eign policy of the Empire as far as his section of the frontier 
was concerned. A governorship therefore held out to the am- 
bitious the prospect of leaving a name in history, of playing 
the successful general, and adding new territory to the Empire. 
As was so frequently pointed out in our own anti-imperialism 
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campaigns of twenty years ago, the rule of foreign dependen- 
cies hardly fits a man for citizenship in a republic. It sits ill 
with an erstwhile autocrat of subservial peoples to return to a 
society of his equals, This menace to the republican institu- 
tions was particularly great in Rome; for by this time the Ro- 
man army was a professional army. The soldiery felt no loy- 
alty to the central government, but only to its leaders. Yet 
outside the provincial soldiery, the central government had no 
military forces at its disposal. The temptation which this 
situation presented to ambition was irresistible. In every dif- 
ference between the senate and a governor, the former was 
helpless if the latter chose to appeal to arms; helpless, that is, 
unless another governor chose to come to the senate’s aid. 

The history of the first two-thirds of the last century B. C. 
(91-31 B. C.) is therefore a history of civil war; at bottom it 
resolved itself into a series of contests between ambitious gen- 
erals for the position of military dictator of the world. Ma- 
rius, Sulla, Pompey, and eventually Caesar each for a time at- 
tained this position. On the assassination of Cesar, the strug- 
gle broke out anew. Finally the victory of Augustus over 
Antony at Actium in 31 B. C. brought the contest to a close. 
Augustus was left without a rival, and the Roman Empire 
bowed before an undisputed master. 

Yet, and this point I beg you to very carefully notice, it is 
the very heart of the story and carries the whole moral of m 
tale—the rule of Augustus was not a military dictatorship. It 
did not have to rely upon a display of military force. It was 
willingly accepted by all classes of the world, by noble and 
Roman commoner and provincial alike. It was welcomed with 
enthusiasm, Its establishment was the inspiration of Virgil: 

“Some God, sure, hath wrought for us this peace.” 

It was regarded as the return of the Age of Gold; and it 
evoked an outburst of literary activity in which the inmost 
spirit of Roman life found its sincerest, as well as its most 
perfect, expression. 

It cannot be too clearly understood that Augutus made no 
attempt to establish a monarchy. Instead of overthrowing the 
free constitution of Rome, he did his best to restore and 
fortify it; and I think he was perfectly sincere. For an abso- 
lute monarchy of the Macedonian or Persian type he had 
only abhorrence. His ideal,—and I repeat I think he was per- 
fectly sincere in professing this ideal—was the olden golden 
day when Rome was a community of hardy, thrifty, manly 
freemen, presided over by a senate recruited from her first 
families, in which the Roman ideals were a hereditary tradi- 
tion. Augustus had in view no break with the republican past. 
His court historian, Livy, was encouraged to glorify it. Statues 
of its heroes adorned the new forum which Augustus built. 
The dress, the religious observances, the simple manners of 
the early Republic, Augustus did his best to restore. 

Accordingly the first act of Augustus, after his return 
from his pursuit of Antony, was to renovate the Senate. 
The lowborn and unworthy elements which Cesar (who 
despised the senate) had introduced into it he eliminated. 
Then on January 13, 27 B. C., Augustus resigned his war 
powers, and the constitutional authorities, the magistrates, 
the senate and the popular assembly were left in full control 
of the state. Thenceforward he chose to be regarded as a 
private citizen. He professed, and personally I half believe 
him, that if he could have his way, he would withdraw 
from public life altogether. 

But the people would not let him retire. The world 
was weary, sick and exhausted, as our world is sick and 
exhausted, by not one only, but by a whole succession of 
world wars. Senatorial government was associated in its 
thoughts with two things; struggles among the great for 
dominance, and an unconscionable looting of the provinces. 
Augustus was regarded by men as a God-sent savior of so- 
ciety. They insisted ,upon casting upon his shoulders every 
difficult problem which presented itself. 

In the early days of the reestablished republic, the func- 
tions which Augustus suffered the senate and people to confer 
upon him were strictly limited. Border warfare was still 
going on in Spain, on the Rhine, and on the Euphrates. To 
solve these military problems, he consented to act as governor 
of the adjacent provinces for ten years. In addition, for the 
next four years he suffered himself to be elected one of the 
two consuls who acted as the titular heads of the govern- 
ment. In 23 B. C., however, he refused to stand for reelection 


as consul. To quiet the popular apprehension which his re- 
tirement caused, he consented to be invested with the powers 
of a tribune of the people, which gave him authority to veto 
all acts of magistrates or the senate which his superior 
wisdom saw to be inimical to the public interest. With the 
positive administration of the city or of the provinces not 
expressly committed to him he wished to have nothing to do. 
’ But circumstances and the popular will were too strong 
for him. The regular public officials consistently shirked 
their responsibilities, and the senate insisted upon consulting 
him upon every question. The problem of feeding a great 
city by the agency of private business was one which the 
ancient world never solved. In all great ancient cities the city 
government was held more or less responsible for the grain 
supply. A hundred years before Augustus’ time the great Roman 
demagogue, Caius Gracchus, had sought the popular favor 
by legislation providing for the importation of grain to Rome 
by the government for distribution among the masses. The 
administration of this responsibility rested with the ediles. 
The ediles now failed to display the requisite energy. A 
shortage ensued; and the people compelled Augustus to shoul- 
der the burden. 

This was only the beginning. In steady succession Jie 
was compelled by magisterial inefficiency and popular demand 
to undertake the protection of Rome from floods, the over- 
sight of the repairs to the streets and public buildings, the 
organization and management of a fire department. 

His interference was also invited in higher concerns. If 
the republican institutions were to survive, two things were 
obviously necessary. The senate must maintain its indepen- 
dence of Augustus and the popular assembly must retain its 
freedom of election. Both these essential props of freedom 
were lightly thrown away. The responsibility for electing 
senators rested under the constitution with the censors, two 
officials elected from time to time by the popular assembly. 
In 22 B. C. Augustus induced the people to elect censors; 
but the censors elected hesitated to act. Next Augustus tried 
to induce the senate td fill its ranks by cooptation. But 
this plan also failed. Eventually, and very unwillingly, 
Augustus was compelled to name senators himself. The 
same thing happened with the magistrates. The people en- 
couraged or suffered Augustus to pass upon the qualifications 
of all candidates for office; and in cases of disputed elections, 
threw upon him the task of naming the magistrates. The 
magistrates and the senate, therefore, without any effort 
upon Augustus’ part soon became practically Augustus’ own 
appointees. 

The provincials were even more eager than the inhabitants 
of the capital to recognize Augustus as monarch. The fiction 
of the “restored republic” they brushed aside. The Latin- 
speaking provinces insisted on referring to Augustus as the 
imperator, and the Greek-speaking provinces always referred 
to him as the autokrator. In both instances these titles, as 
the provincials used them, denoted an autocrat. Augustus’ 
chosen description of himself was the word princeps, “fore- 
most citizen.” 

I have troubled you with these details of the constitu- 
tional development, ladies and gentlemen, for a purpose. I 
wish to impress upon you that the surrender of political 
liberty under the Roman Empire was essentially a popular 
act; that the Roman world voluntarily and intentionally threw 
its burdens upon the shoulders of the imperial government. 
Men willed to surrender their self-reliance and freedom and 
willed to be governed by a central authority. 

The best proof that the world willed an autocracy, was 
that the autocracy survived Augustus’ death. When after 
forty-five years of virtual rule, Augustus died at the age 
of seventy-six, a successor designated by him immediately 
stepped into his place. Tiberius did his best to regard his 
constitutional limitations. He would have welcomed a free 
and earnest discussion of public affairs by the senate; but 
the senate persistently took his advice. “O, you slaves,” he 
burst out at one of their meetings. 

The reign of Tiberius was marked by one sinister develop- 
ment; the entrance into the situation of the element of fear. 
Tiberius was painfully conscious that he occupied a position 
foreign to the spirit; if not to the letter, of the constitution 
of Rome. He was conscious moreover of his personal un- 
popularity. Augustus, the God-sent savior of the world, 
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naturally and properly could lay claim to absolute power. 
But who was he to step into Augustus’ place’ The fear 
of a revolt obsessed him. 
troops were set to guard the city. Watch was kept for 
conspirators, and suspected persons were done away with 
by administrative act of the Senate. When Tiberius, who 
was old and worn by hard service, retired from Rome to 
reside in the beautiful island of Caprex, he left a personal 
representative behind him. This representative, with Tiberius’ 
permission if not by his orders, undertook to police the 
city streets with soldiers. The terrors of Tiberius’ reign 
have been greatly exaggerated, just as his personal charac- 
ter has been maliciously misrepresented, by the political 
rancor of our ancient authorities. None of these develop- 
ments were necessarily unpopular. Nobody wanted the state 
again plunged into civil war, and the suppression of disorder 
in the streets by Tiberius’ deputy—utterly illegal and uncon- 
stitutional as the intervention of that deputy was—was very 
welcome. Till then, strange to say, the great capital had 
possessed no real police. A man could now go out at night 
without having his throat cut or his purse taken away from 
him. 

« As emperor succeeded emperor the imperial prerogative 
steadily increased. Tiberius’ successor took command of the 
few troops which technically remained under the control of 
senatorial officers. The towns of Italy and the provinces 
retained their self-government and freedom of election for 
a century or more after Augustus. Some of you have seen 
on the walls of Pompeii the election placards scribbled there 
as late as 79 A. D. But—so far as I can see with only the flim- 
siest justification—it came to be held that the emperor had the 
right to change or confirm their charters; and in the begin- 
ning of the second century of our era, appeals begin to be 
made to the emperor to appoint supervisors to remedy: cases 
of mal-administration on the part of the town officials. 

Finally—and again, I think, without any constitutional 
grounds whatever—the emperor was made the fount of justice. 
Gradually (the beginnings are traceable under Augustus 
himself), disputed questions of law and instances of failure 
to secure justice came to be referred to him. Under Hadrian 
(117-138 A.D.) the matter was systematized. Hadrian ap- 
pointed a council of eminent lawyers to advise him what 
answers he should give to such appeals. This was immediately 
regarded as the Supreme Court of the Empire. It naturally 
tended to exalt the authority by which it was created. A 
curious theory was involved. One of the traditional cere- 
monies connected with the accession of an emperor was the 
conferring upon him of the tribunician power by vote of 
the people. The ceremony the imperial lawyers seized upon 
and interpreted as a surrender by the sovereign people to the 
emperor of the plenitude of its authority. When the emperor 
acted, he acted as the authorized delegate of the nation. This 
was an entire departure from the Augustan theory. Accord- 
ing to the Augustan theory, the emperor was only an influ- 
ential private citizen, entrusted from time to time with the 
solution of difficult problems, and subject like any other pri- 
vate citizen to the magistrates and the senate. According to 
the theory of the new imperial court, the emperor was the 
legal monarch of the empire. The new theory accorded with 
the facts. The senate and the consuls were now only pic- 
turesque survivals. The whole machinery of government 
was in imperial hands. The evolution of a formal autocracy 
was complete. 

Now how did the imperial system work? 
far as superficial appearances went, very beneficently. 
two centuries paternalism seemed to justify itself. 

In the first place, it gave the world in these two centuries 
virtually uninterrupted peace. Under Augustus the Medi- 
terranean basin knew, for the first time (literally) since 
the human species first made its appearance in it, a cessation 
of the horrors and wastage of war. With the exception of a 
troubled eighteen months in the years 68-69 A. D., the in- 
terior of the empire hardly heard the clash of arms until 
162 A. D. 

Secondly, the establishment of the imperial system brought 
with it a great improvement in internal government. Augus- 
tus and his successors kept a strict eye upon the provincial 
governors. The wholesale robbery of the provincials which 
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had disgraced the previous period quickly ceased, and poor 
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and rich alike had something like justice meted out to them. 
The impression of the Roman courts which we derive from 
the Book of Acts, for example, is on the whole a favorable 
one. 

With the establishment of peace and order came material 
prosperity. The cities of the east, which during the last 
century had known only an alternation between the ravages 
of war and the no less devastating exactions of their governors 
in time of peace, rapidly recovered their prosperity. In the 
west new cities arose. What is now France was populated 
at the beginning of Augustus’ reign by people whose culture 
was little above that of the best American Indians. By the 
end of Augustus’ reign the land was dotted with cities boast- 
ing all the paraphernalia and enlightenment of Graeco-Roman 
civilization. As Ferrero in this very connection has well 
remarked, the Greco-Roman world bartered its political lib- 
erty for the privilege of building and enjoying cities in peace. 

The road system also of the empire was maintained and 
widely extended. Intercourse between city and city and be- 
tween province and province became frequent and intimate. 
Again let me refer to the marvelous picture of the Roman 
world contained in the Book of Acts, and remind you of the 
freedom with which not merely St. Paul, but the minor 
characters like Aquila and Priscilla, journey about the em- 
pire. The result was that ideas rapidly spread and civilization 
rapidly became uniform everywhere. Local prejudices and 
local patriotism began to die out. Cosmopolitan and humani- 
tarian ideals took their place. Even class distinctions began 
to weaken as time went on. Slavery began to disappear. 
The cessation of war cut off the supply of prisoners and 
slaves were constantly being freed for one reason or another 
by their masters. The new humanitarianism recognized the 
slave as a human being, and eventually the slave was given 
protection under imperial law. Even the distinction between 
Roman citizens and provincial, which was still sharply marked 
in St. Paul’s day, disappeared a hundred and fifty years later; 
and in 212 A. D. all free inhabitants of the empire were 
declared Roman citizens. They had long been equal in their 
political impotence. 

These were great gains. Yet it is very questionable 
whether they were not too dearly bought. 

The first item in the price which purchased them was 
intellectual sterility. After the brief literary outburst which 
heralded the establishment of order by Augustus—after the 
age of Virgil and Horace and Livy, that is—the empire pro- 
duced no great literature. Tacitus is the only notable excep- 
tion; and Tacitus, it is to be remembered, drew his inspira- 
tion from a transient, though utterly unreal, reaction toward 
republican sentiment. What passed for literature was mere 
playing with words and artistic toying with phrases. Thought 
died with liberty. Even practical science, which so many 
other despotic monarchies have fostered, perished under the 
Roman despotism. The story of the empire might have been 
very different, were it not that the advance of mechanical 
invention ceased with its establishment. Men ploughed and 
harrowed, wove their goods and built their houses with the 
same tools at the end of the fifth century period that they 
used at the beginning of the first. 

In two fields only did the Roman Empire display any 
real intellectual activity. One was the field of law, and the 
other was the field of religion. The science of law de- 
veloped and was amplified in the hands of the imperial jurists 
to whom we have already referred; its cultivation, in other 
words, was fostered by the government. The course which 
religious evolution assumed under the empire was no less, 
directly or indirectly, determined by the political situation. 

Broadly speaking, the religious movements of the imperial 
period fall into two types. On the one hand are the public 
cults, all of which more or less were moulded into a -wor- 
ship of the emperor, calculated to inculcate the idea of 
sive submission to the divine imperial will. The institutions 
of these cults were naturally fostered or directly maintained 
by the imperial treasury. On the other hand, there were the 
private cults: Mithraism, Isis-worship, the cult of Mother 
Earth, Christianity and the rest. The problem to which these 
religions addressed themselves was that of saving the indi- 
vidual soul for a happy hereafter. This problem excited men’s 
passionate interest and absorbed their capacity for aspiration. 
The ordering of the affairs of this world had been taken 
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over by the government. The agitation, even the contempla- 
tion, of social reforms by the individual was punished as 
treason. Social reform, the government insisted, was its busi- 
ness. What was left for the individual, then, but either to 
give himself to thoughtless pleasure—or, if he must think, to 
think of heaven? 

For the imperial government was very jealous of indi- 
vidual initiative. Some of you in your youth doubtless were 
forced by your teachers to struggle with that tricky piece of 
Latin, Tacitus’ Agricola. If so, you will remember the 
moral of the book: the wisdom of an imperial official’s avoid- 
ing all conspicuous success and thus attracting the jealousy 
of the emperor. We all remember another typical case, 
that of a Roman governor who was prevented from acquit- 
ting a prisoner in whom he “could find no fault at all,” 
lest he should incur a charge of not being “Czsar's friend.” 
The emperors were far from friendly to an official who dis- 
played originality or private judgment. Officers were ex- 
pected to obey, not to think. 

They were equally careful to control the activities of the 
private citizen. Like the Russian czar, they frowned upon 
all associations and clubs, and required such as they tolerated 
to take out special licenses. Even Tacitus’ patron, the Em- 
peror Trajan, took pains to dissolve a fire brigade in a remote 
town of Bithynia lest it should develop into a political force. 
Herein, we may remark, was the source of the hostility of 
the Roman government to Christianity. The emperors de- 
clared war upon the Christians because they formed a close 
corporation which recognized their obligations to God as 
superior to their obligations to the emperor. 

The material welfare of the empire showed signs of decline 
much more slowly than did its spiritual condition. Yet eco- 
nomic conditions were from the beginning unhealthy. The 
growth of cities and the increase in the standard of living 
which characterized the imperial period at its opening must 
not deceive us. The world was spending its capital. 

The economic life of the Roman Empire, like the economic 
life of our own day, was divided into two parts, the life of 
the country and the life of the city. Then, as now, the two 
were interdependent. But in one vital respect the city life 
of the Roman Empire differed from our own. In general the 
Roman cities did not earn their own living. They were not 
supported by manufacturers. They were for the most part 
mere places of residence, and their wealthy men derived their 
revenues from their country estates. The splendid ruins of 
them which so impress the traveler in Southern France, North- 
ern Africa, and elsewhere tell a sad tale to the initiated. 
These temples and theatres and baths represent the expendi- 
ture of capital which might better have been invested in facto- 
ries. It represents the squandering of capital on luxury. The 
decay of the ancient world, like most other phenomena of his- 
tory, had an economic route. It resulted in part from extrava- 
gance. 

A traveler in the Roman Empire in, say, the end of the 
second century A. D., would meet with two types of life. In 
the city he would find luxurious residences and public build- 
ings. In the country, if he were a person of any consideration, 
he would put up at a squire’s mansion and look out upon a 
countryside worked on hard terms by serfs. 

I have remarked before upon the unproductive character of 
ancient capitalism. Capitalism under the Empire changed 
somewhat its source of supply, but not its essential nature. It 
was no longer fed, it is true, by loot from the provinces. The 
pay og jealousy of the provincial administrators put a check 
on that. 

But for reasons, which we must not stop to investigate, the 
ancient world from the very beginning was cursed with a 
tendency to substitute for the system of peasant ownership the 
system of large estates. You will remember how in Amos’ 
day the Hebrew nobles were adding field to field until the 
peasant cottages disappeared and the noble’s house was “left 
alone in the midst of the land.” You will remember, further, 
that the problem of checking the growth of large estates was 
the main preoccupation of Solon and Pisistratus at Athens 
and of the Gracchi in the days of republican Rome. The ten- 
dency was as strong in the provinces as it was in Italy. 
Augustus and his successors did nothing to check it. Instead 
they furthered it. The emperor himself soon became the chief 
land owner. and almost the exclusive mine owner, in the em- 


pire. The land, it is true, ceased gradually to be cultivated by 
slaves. Instead it was cultivated on shares, the cultivator 
being allowed to retain part of the fruits of his labor. But the 
convenience of his master dictated that he should not be al- 
lowed to leave the estate. The security of the master’s capital 
would be gone, if the cultivator were left free to desert his 
plot. . Consequently the principle gradually established itself 
which bound the cultivator (or colonus) to the soil on which 
he was born. 


It was an ideal society from the point of view of a despot. 
Luxury-loving citizens and down-trodden serfs can be relied 
upon to abstain from politics. Seldom, be it noted, would the 
traveler run across a man who had military experience. The 
city-dweller was now too indolent to fight. The serf his master 
could not spare. At one time the government attempted to re- 
cruit the army by requiring each estate owner to contribute a 
proportion of recruits from his estate, but the material thus 
afforded proved very poor; for the able-bodied the masters 
kept at home. More and more therefore the emperors began 
to rely upon barbarian recruits from across the frontier. The 
jealousy of the emperor Septimius Severus led to the. enact- 
ment of a law prohibiting any senator—and by that time most 
owners of large estates had been “raised with a peerage”—from 
holding a military commission. From the high commands in 
the army were thus withdrawn from Roman citizens and fell 
to barbarians. 

The decay of society was hastened after the middle of the 
second century by a renewal of civil war and by the begin- 
nings of barbarian invasions. Down to 193 A. D. the imperial 
dignity was transmitted for the most part peaceably; but the 
richly deserved assassination of Commodus in that year left 
the throne vacant. It was a prize worth fighting for and inas- 
much as the citizens of the empire were now utterly untrained 
in arms, the fighting was done by the professional barbarian 
troops. Armies fought one another to place their several com- 
manders on the throne, or deposed with impunity emperors 
who displeased them. For nearly a hundred years the empire 
was wrecked and ravaged. 

Then in 284 A. D. the disorder suddenly ceased. Diocletian 
became master of the empire and reorganized it. 

It is interesting to note the expedients which the better 
predecessors of Diocletian, and Diocletian himself, adopted to 
check the economic decay. They resorted to government regu- 
lation!’ For one thing the policy of the government toward 
corporations was now reversed. Instead of seeking to dis- 
courage guilds the government now compelled their formation. 
(I don’t want to press the parallel or to draw undue inferences 
from it; but one cannot help thinking of the recent change in 
our own government’s attiude toward combinations among the 
railroads.) The bakers of Rome, for example, and the ship- 
masters who imported grain to Rome from Egypt were now 
forced to organize. The new organizations were held re- 
sponsible by the government for their performance of their 
respective social functions; and no member of a guild was 
permitted to withdraw from the business, however unprofit- 
able the business might become. More than that, he was com- 
pelled to bring up his son to the trade. Diocletian attempted 
further to fix prices as a means of preventing the rise in values 
occasioned by the declining production. This famous edict is 
perhaps the most extreme illustration of the paternalistic char- 
acter of the empire. 

The reorganization of the empire effected by ‘Diocletian 
and his successors took the form of increasing the bureau- 
cracy. In order to secure a more minute supervision of local 
affairs, the size of the provinces was reduced and their num- 
ber trebled. They were grouped into vicariates, and the vicari- 
ates into four prefectures. An elaborate hierarchy of officials 
was set up. To prevent malfeasance and to check any attempt 
at revolt, an elaborate system of checks and balances was de- 
vised; the civil and military establishments were entirel 
separated; and a large corps of official spies was sinaieal. 
In order to provide an orderly method of succession, and also 
for the better supervision of all parts of the empire, Diocletian 
associated with himself three junior emperors. To each of 
these was assigned a special establishment; and to impress the 
world more strongly with the majesty of the imperial office, 
the court ceremonial was stiffened and elaborated, and a great 
staff of chamberlains, door keepers, secretaries, guards, and 
lackeys of all sorts was thus necessitated. 
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The new bureaucracy was terribly expensive, but inefficient 
and honeycombed with graft. Honesty and efficiency is not to 
be looked for among slaves. The taxes became an intolerable 
burden. To collect them, the government adopted the device 
of making the magistrates of the cities and the great land- 
holders in the country responsible for the payments due from 
the cities and from the serfs. In consequence, no one wanted 
to be a magistrate. The government then proceeded to com- 
pel every man who possessed more than his fellows to assume 
office. If he tried to flee the town, he was haled back and 
forced to serve. The serfs, rack-rented by their landlords in 
order that the latter might be able to meet the taxes imposed 
by the government and the illegal exactions of the govern- 
ment officials, fled the fields. The decay of the country neces- 
sarily led to the decay of the cities dependent upon it. The 
result is thus described in the words of St. Augustine: 

“Everywhere we see sights of mourning and hear the 
groans of men. Cities are ruined, towns are desolate, fields 
are waste, the land has become a wilderness. No husbandman 
is left in the fields, scarce a citizen remains in the cities. ... 
We see what is now left of Rome, once the mistress of the 
world ... for where is the senate now and where are the 
people? The bones are crumbled away, the flesh is consumed, 
all pomp of worldly dignities is extinguished in the city. The 
whole substance thereof is sodden away.” Now note the 
moral which St. Augustine draws: “Let us therefore with all 
our soul scorn this present world. Let us do what we can 
and emulate the deeds of good men,” i. e., withdraw into the 
monastic life. 

St. Augustine’s picture is somewhat rhetorically drawn, but 
it was painfully near the truth. The Roman world was al- 
ready sick unto death when the barbarians gave it its coup-de- 
grace. 

What ailed the Roman world? Many things; but for the 


purposes of present day application, two in particular may be 
singled out. Economically the ancient world ruined itself by 
extravagance, by spending its capital in luxury instead of 
turning it to productive use. Nations no more than individu- 
als can afford to be spendthrifts. Politically, the ancient world 
was suffering from overgovernment, from the erection of the 
state into an earthly providence. The ultimate effects of this 
political mistake upon the intellectual, the spiritual, the moral, 
and the economic life of the ancient world were, as we have 
seen, pervasive and deadly. Autocracy in the sense of absolute 
monarchy is now perhaps (?) banished forever from the 
earth, but the tendency to throw all burdens and problems of 
life and of society upon the state is an insistent feature of 
the age in which we live. It is a question worth considering 
whether the democratic character of the modern state seri- 
ously lessens the danger of this course, whether a democratic 
bureaucracy is necessarily exempt from all the vices which 
characterized the imperial bureaucracy of Rome, and whether 
a decay in the spirit of individual self-dependence is not a 
high price to pay for almost any blessing which paternalism 
may confer in return. Further parallels between our modern 
bureaucracies and their ancient counterparts must be left to 
the reader’s reflection. 


Tue PresipeNt: Mr. McFayden has given us a most 
vivid picture of the rise and the decline of ancient Rome. 
He applied the moral in a rather more dramatic way than 
we expected. 

Now we are going to come down the centuries to our 
own country and find out how free it is. Judge Charles F. 
Moore, of New York City, has come across the country 
to speak to us on that subject, and I am very much pleased 
to introduce him to you. (Applause.) 
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Our Free Country 
JUDGE CHARLES F. MOORE 


When I told one of my friends in the East that your As- 
sociation was generous enough to bring me all the way to this 
convention, he said: “Well, that’s certainly fine so far as you 
are concerned, but it strikes me it’s carrying a joke too far.” 

He was probably right; but if your invitation was a mis8- 
take, I have every reason to be thankful that you made it. 

In spite of the prolonged period of my earthly existence, 
this is my first visit to the Pacific coast. You can understand, 
therefore, how much of interest and pleasure the trip has 
afforded me. Sometimes we are obliged to make sacrifices 
and to endure great personal hardship in order to reach a 
coveted goal, as, for instance, is the case in going to 
Heaven; but that was not my experience on this trip. While 
even a short sojourn on the western border of the United 
States is ample to compensate a long and wearisome journey, 
happily the auspices under which I came were such as to 
make every mile of it a real joy. I came on the best train 
that could be provided. It was freighted with the best people 
that could be found; and it was my privilege to share the 
quarters of one of the best of the party. There was no 
disquieting incident from start to finish. 

The-traveler by rail sometimes encounters perplexing and 
even irritating problems, and it frequently happens that the 
railway attendants do not render a great deal of assistance in 
solving them, I recall, to illustrate, an occasion when I went 
into the ticket office of a New York station to make a reserva- 
tion to Washington on the midnight train. When I finally 
succeeded in getting the attention of the ticket agent and told 
him my requirements, he said, “Do you want an, upper or a 
lower?” I inquired the difference in cost. Then he said, 
“Well, you understand the lower is higher than the upper 
on account of its being lower than the upper. I can give you 
the lower, if you are willing to pay higher ; but if you don’t 
mind going higher it will be lower.” “Why,” I asked, “should 
the lower be higher than the upper?” “Because,” he replied, 
“everybody prefers the lower on account of its convenience. 
If you sleep in an upper you are obliged to get up when you 
go to bed and get down when you get up. For that reason I 
would advise you to take the lower; although, as I have al- 
ready told you, the lower is higher than the upper on account 
of its being lower than the upper.” By that time I was so sea- 
sick that I cancelled my engagement and abandoned the trip. 

The extent of the pilgrimage made by the bankers of the 
Eastern States in order that they might attend this convention 
may possibly in some quarters provoke comment similar to 
that once made by a disgruntled shipper concerning our trans- 
continental railroads; which, he said, through the generosity 
of the government had been enabled to cross the country; 
then, as each became prosperous and independent, it laid an- 
other track and double-crossed the country. 

Like many of you, no doubt, I have always been eager to 
make the acquaintance of the world as far as I could possibly 
do so, but I have not had the opportunity to fully gratify 
the inclination. However, since I have lived many years in 
the East, have now with my own: eyes looked upon the 
matchless panorama of the Pacific slope and have more or less 
traversed the broad stretch of wondrous mountains and plains 
that lies between, I shall henceforth be satisfied; for, while I 
may have seen a comparatively small portion of the world, 
nevertheless, I have surely seen the best of it. 

It is well, perhaps, that America was discovered by adven- 
turers who landed on our eastern shore and that the first 
settlers established themselves on that side of our country. 
It is conceivable that had they come first to California they 
might have been so well content with conditions here that none 
of them would have gone out to explore the regions beyond 
until driven to it by the dire necessities arising out of an over- 
congested population. They might have tarried in this second 
Eden, as our first parents did in the other, until evicted by 
force. Pioneers might not have volunteered to cross the 
ranges of the Rockies or venture into the uncharted wilder- 
ness east of the Mississippi. Chicago, St. Louis and the other 
great interior cities might still be nothing more than fortified 
outposts, and Broadway might still be the trail of the original 
American Indians instead of the Indians who now frequent it. 


Fate happily decreed it should be otherwise. A few restless 
souls of the old world launched their motor boats and after 
much buffeting and wrangling at last found their way to the 
Virginia coast. They steered into the mouth of an inviting 
river, up which they pursued their course until compelled to 
land to replenish their supply of gasoline. Thereupon a 
settlement was established which they called Jamestown, be- 
cause, as they discovered, it was located on the James River, 
which stream took its name from Jesse James on account of 
the habit it had of breaking into its banks. 

Reading the glowing accounts published in the American 
newspapers of the wonderful experiences of these first fami- 
lies of Virginia, a second excursion was planned and another 
party set out to join their friends at this popular Virginia 
resort, but, owing to their poor seamanship, they lost their 
way and landed at Plymouth Rock. Thus it appears New 
England was settled not by design but by accident. 

Discovery and exploration shortly became a popular pas- 
time. Hendrick Hudson came over and discovered the Hud- 
son River, which now serves as a highway between Albany 
and New York City, with Sing Sing intermediately located 
for the benefit of both places. Some years later Hudson dis- 
covered Hudson Bay and the Hudson Strait. He seems 
to have had a mania for discovering water—a pursuit to which 
very few devote their attention in this generation. 

I may be all wrong, but somehow I have never had the 
same feeling of veneration for discoverers and pioneers that 
some avow. I recognize, of course, the boundless benefits that 
have accrued as a result of their enterprise, and I am not 
wholly ungrateful, but I cannot bring myself to believe that 
they were entirely unselfish in their efforts, or that with 
premeditation they deliberately set out to endure all manner 
of hardship that they might thereby establish a better estate 
for all who should come after them. Indeed, I do not believe 
that they had us or our welfare in mind for a single moment. 

It is a familiar maxim that necessity is the mother of 
invention. Discovery is but another name for invention. 
Therefore almost every discovery is a member of old Mrs. 
Necessity’s large family. 

Search for new places is sometimes made for other reasons, 
which likewise are not always benevolent. When Columbus 
set out on his voyage which led ultimately to the discovery of 
America he was not in quest of a home for the oppressed. 
He did not know America was lost and was making no attempt 
to find it. His only purpose was to prove, what he had long 
contended, that the earth was round and that the eastern ex- 
tremity of the old world might be reached by sailing west 
and entering the back door. Nor did he insist that the shape 
of the earth had any special significance. His only aim was 
to put himself in a position to say, “I told you so.” A man 
or a woman will go to infinite pains to triumph in a contro- 
versy. If Columbus had been content to wait that long trip 
wouldn’t have been necessary.~ All: of us who have encoun- 
tered the sharp practices of the world know very well it isn’t 
square. But sailing due west, as he did, there was no way 
for him to avoid. the discovery of this continent. The Panama 
Canal had not been constructed at that time, so that his boat 
had to run into land. I discovered the Rocky Mountains on 
this trip; but I take to myself no special credit, since I was 
unable to get around them or to sail above them. ? 

Then there are those who are led on by an overpowering 
wanderlust. Their eagerness to explore new regions impels 
them to tireless effort, without any real purpose in the en- 
deavor. Witness the wasted energy and heroism of the many 
efforts that were made to reach the North Pole, the actual 
location of which is utterly meaningless to the world. The 
only object there could be in finding it is that_it may the 
more readily be avoided. I sometimes think Dr. Cook is to be 
commended for making a long-distance discovery and giving 
the pole absent treatment. 

onsider, too, the motive which prompted the early settlers 
of America -to cross the Atlantic. I am greatly obliged to 
them for coming; but again I insist it was not on your 
account or mine that they made the trip. I do not believe 
for a moment that they set out on their perilous journey with 
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a fixed purpose to endure the privations of the wilderness 
solely that the unborn generations might inherit the countless 
blessings of a new and better civilization. They came not so 
much for what they might obtain as for what they might 
escape. The inducement for their migration lay not ahead of 
them but behind them. It is the record of history that they 
fled from other lands to America, many to avoid persecution 
and not a few to avoid prosecution. Since its very beginning, 
therefore, the United States of America has been known as 
the land of the free, because it was peopled by men and women 
eager to be free from the things they had to endure else- 
where. 

By some sort of sophistry we have persuaded ourselves 
that the craving for liberty is indulged only by men of lofty 
ideals and virtuous impulses. That is not necessarily true. 
If the yearning to be free is essentiaily a virtue, then the most 
virtuous people in the world are the inmates of our jails and 
penitentiaries ; and the longer the term of their confinement the 
greater the measure of their virtue. There is a host of people 
who have no conception of liberty except as an escape from 
the clutches of the law. That may account for the great desire 
of so many to go to Congress, the members of which are by 
the terms of the Constitution “privileged from arrest during 
their attendance at the sessions of their respective houses and 
in going to and returning from the same.’ But the limited 
membership of that body affords immunity to a very small 
percentage of those who need it. Many, therefore, who can 
not go to Congress must go to jail. 

When one takes the pains to carefully analyze human 
nature and human purpose it is manifest that ever since the 
world began the life of the frontier—the pioneer existence— 
has been welcomed and even sought as a means to effect 
deliverance from the restraints and limitations of a well- 
established civilization. Countless ventures have been made 
into solitary and untried places not because men want to be 
alone, for we are sociable creatures by nature and, all else 
being equal, we are disposed to group ourselves together. But 
this very grouping of people, whereby the density of popula- 
tion is increased, of necessity curtails the liberty of the indi- 
vidual; and it is against this which we revolt and to escape 
which we flee from the multitude. 

There are men in this audience, I have no doubt, that 
could not be induced to live anywhere permanently except in 
the crowded city; yet when they take their vacations and seek 
their rest we find them going into the heart of the wilderness. 
Why is it so? They can have infinitely more comfort in their 
own well-appointed and orderly homes, better food to eat, 
better beds upon which to sleep, better service and accommo- 
dations of almost every kind. But they leave these things 
behind them because they want to get away from restraint. 
They want to be free from the constant interruptions of the 
crowd. They want to be where they will not be halted at 
every turn by the uplifted hand of the traffic cop or hurried 
along by his command to “step lively.” They are weary of 
following the directions of sign-boards and heeding the warn- 
ings to “keep off the grass.” They seek relief even from the 
unwritten laws of conventionality and rejoice, like so many 
— to get out of their Sunday clothes and play in the 

irt. 

America was settled and her population has been recruited 
throughout the subsequent generations of her existence by 
refugees seeking to escape intolerable conditions in the coun- 
tries from which they emigrated; and that is why this has 
come to be known the world over as a free country. But this 
very assembling of the oppressed multitudes has gradually 
diminished the measure of our liberty, until now the United 
States is a free country only in the sense that the National 
Museum is free—because we charge no admission. 

There is no such thing as absolute freedom anywhere. 
Human nature has its own inherent limitations that hedge it 
about and restrain its activities. The nearest approach to free- 
dom is found in the solitary existence of the man who makes 
his habitation in the untrodden wilderness far beyond the con- 
fines of civilization. Adam was a free man for a little while, 
with none to say him nay; but when it was found, as it is 
written, that it “was not good for man to be a’one” and Eve 
was created to share his life his freedom vanished. Robinson 
Crusoe enjoyed an unusual measure of freedom in the silence 
and solitude of his sea-girt island until Friday came ashore. 
The nearest approach to a free people recorded in history 


is found in the unfettered life of the American Indians before 
the handcuffs of civilization were fastened upon them. 

When we consider the human family as a whole, strange 
and paradoxical as it may seem, the only way to increase 
liberty is to diminish it. In other words, the freedom of the 
whole people can be preserved only by the curtailment of 
individual freedom. 

Society cannot long exist without regulation and the orderly 
administration of its affairs; and that is government. When 
two or more people undertake to live together there must be 
either concession or contention, as has been demonstrated 
again and again within our own homes. Two locomotives 
cannot pass each other on the same track. That experiment 
has been tried too often without success. One or the other 
must take the siding, else one or both must go into the ditch. 
That is why we have general managers and superintendents 
and train despatchers, conductors, brakemen and flagmen. 
That is why we have traffic regulations and issue orders. 
They all restrict the freedom of movement, but make it pos- 
sible to keep moving. 

Every law on our statute books is in a sense a restriction 
of personal liberty, but it is supposed at least to be there in the 
interest of universal freedom. The authorities tell us that 
laws are of two general classes, written and unwritten. An 
unwritten law is a principle so manifestly right that it is 
universally recognized, though it may not always be observed. 
A written law is an enactment of a legislatitve body which 
may or may not be right. Some laws are written because they 
are unspeakable. 

Has it ever occurred to you that if all men were honest and 
upright and virtuous we would have only the unwritten code 
and there would be no need for courts and jails to guarantee 
the enforcement of the law? The trouble is we all have to 
be cumbered with a lot of mandatory and prohibitive statutes 
because some people cannot be trusted. I am denied privileges, 
as you are denied privileges, because there are some who abuse 
them. Just because one or two of them may be vicious, not a 
dog in the whole town is permitted to run at large without 
a muzzle. So the kindliest collie, though he may be old and 
rheumatic and toothless, must be put in irons because some 
low-bred cur hasn’t enough sense to attend to his own busi- 
ness. The same is true of people. I am not permitted to rest 
my foot on the brass rail while I enjoy a social glass with a 
friend just because some of you cannot be sociable in modera- 
tion. One evil begets another. Because some of our people 
are selfish and vicious we must all be subjected to the annoy- 
ing restraints of countless laws, which are frequently con- 
ceived in ignorance and administered with arrogance. 

But in spite of the inconvenience to which we may be sub- 
jected and the unreasonableness of the restraints placed upon 
us by the law of the land, we have come to understand that 
it is far better to endure them all than it is to permit every 
man to choose his own course without let or hindrance, for 
we must recognize that it is better to give up some of the 
personal liberties to which we are entitled rather than abandon 
all authority and leave ourselves at the mercy of the passionate 
mob. 

One serious difficulty is that few of us are willing to accord 
to others the same measure of freedom we want for ourselves. 
It has always been so. One of the things that induced the 
coming of the Pilgrim Fathers to this country was their 
desire to escape religious persecution. They were hunting for 
a place where they might worship God according to the dic- 
tates of their own consciences. But no sooner had they found 
such place than they themselves became intolerant and in- 
sisted that no one should worship God at all except in the 
manner they prescribed. It is a strange thing that in all ages 
the wisest and best appear to have been unable to discriminate 
between piety and bigotry. Even in the year of our Lord 
1921 some are so blinded and embittered by sectarian pride 
that they had rather see the world eternally lost than to have 
it saved by any method other than their own patented process. 
From the standpoint of the average churchman the world is 
divided into two classes, those who subscribe to my creed and 
the heathen. 

Nor was it very long after their arrival here that our 
forefathers began to feel that liberty was a good thing for 
themselves but entirely too good for other people. Laws, 
you know, are always made for other people; never with any 
thought that they should be applied to those who make them. 
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The early settlers of America first gave their attention to 
restricting the freedom of the Indians; then when that work 
was well under way they proceeded to restrain each other. 
In the latter direction the work was begun with commendable 
wisdom and so continued for many generations. 

The first definite political act of their own which was of 
vital and far-reaching importance was the issuance of a 
Declaration of Independence. Its purpose was to serve notice 
on all the world that it was America’s intention thereafter to 
be free, and the world so understood it at the conclusion of 
a joint discussion between King George and George Washing- 
ton. I share the veneration all worthy Americans have for 
that great product of Jefferson’s gifted pen, but, with all due 
deference, I am nevertheless compelled to express the opinion 
that if the declaration was correct in its every statement, then 
conditions have materially changed since it was written. It 
is alleged at the outset that “all men are created equal.” It 
may have been so in the early days, but my observation teaches 
me that if all men are created equal in this generation then 
some of them are badly damaged in the handling after their 
creation. I do not know a community in which all the people 
are equal in any sense. They are not only not equal to each 
other, but many of them are not equal to anything. 

It is also asserted that men are endowed with certain “in- 
alienable rights,” among which are included “life, liberty and 
the pursuit of happiness.” These rights may not have been 
alienated in the sense that one would expatriate himself, or 
in the manner in which he would alienate a piece of real estate 
by executing a deed of conveyance, but in some way these 
rights have gotten away from us in a marked degree. The 
pursuit of happiness is not a free-for-all race in every instance. 
Some chase it with reckless abandon and get away with it, 
while others cannot run across the street hunting happiness 
without getting into trouble. 

Jefferson also had a good deal to say about government 
being based on the consent of the governed, but we all know 
very well that no one ever consents to be governed at all, 
except the man who in a sober moment contracts a second 
marriage. 

When it was found the Declaration of Independence worked 
all right the colonists went a step further. That document 
was intended to rid us of foreign domination; after that it 
was planned to form a government of our own, the funda- 
mental principles of which were embodied in that other great 
instrument known as the Constitution. We hear a great deal 
about the Constitution, which still nominally remains in force. 
It has been amended in the manner provided no less than 
eighteen times, to say nothing of the amendments effected by 
judicial interpretation and by the common consent of the 
people. We have never once wavered in our avowed allegiance 
to its principles. In every political campaign the candidates 
of all parties go before the people and pledge themselves to 
defend it against all comers, although few of them have ever 
made its acquaintance and few would recognize it if they 
should meet it face to face. When the election is over and the 
successful contestants are inducted into office they lay their 
hands on the Holy Bible and solemnly swear to support the 
Constitution, although many of them ,do not even properly 
support their families. If you will go to Washington year 
after year and acquaint yourself with that unselfish group of 
men who are so willing to neglect their own affairs that they 
may sit day after day in the national Capitol to support the 
Constitution you will sooner or later be confirmed in the 
conviction that has come to me, that if the Constitution is 
dependent solely on that bunch for its support then it must be 
able to subsist on very little nourishment. 

The great trouble with most of us is that we have so 
continuously preached the doctrine of freedom and personal 
liberty that we are prone to think too much about our own 
enjoyment of these benefits and too little about sharing them 
with others. We are so busy exercising personal privileges and 
demanding our personal rights that we have little time for the 
discharge of our personal obligations. Citizenship in a free 
country is a contract containing mutual and reciprocal cov- 
enants. The individual’s claim for the protection of his gov- 
ernment is conditioned upon a faithful performance of a clearly 
defined service. When no principle is involved it is not always 
expedient to contend even for all that belongs to us; better 
once in a while to make concession than to insist upon the 
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exercise of a right that may get us into trouble. This may be 
illustrated by an epitaph reciting just such a case: 


Here lies the body of William Jay, 

Who died maintaining his right-of-way. 

He was right—dead right—as he sped along; 
But he’s just as dead as if he’d been wrong. 


We have so widely advertised the quantity and quality of 
American freedom that people gravitate here from all quarters 
of the globe for the benefits they may obtain without any 
thought whatever of giving anything in return. I sincerely 
wish the naturalization of the foreign-born citizen could be 
made more serious and impressive. He should be given to 
understand that his induction into American citizenship is not 
so much taking off the bridle as it is putting on the harness. 

We refer to the state as a commonwealth, and the term is 
used advisedly. I wonder how many of us have stopped to 
consider its full meaning. The state properly organized and 
maintained becomes a wealth of offensive and defensive 
strength resulting from the accumulated contributions made 
thereto by the individual members of society. It is a wealth 
of common creation for the common good, the right of the 
individual to draw upon which is dependent upon the deposit 
of his share. Yet I am persuaded a careful examination and 
auditing would demonstrate that the citizenship account of 
very many of us has been overdrawn and the balance written 
in red ink. 

The time is at hand when it is imperative that the people 
of this country should give serious thought to the present and 
future requirements if they crave the survival of the institu- 
tions which have made and kept their country free. The 
political world is aflame. We need to determine forthwith 
whether we are amply protected or adequately insured. The 
fact that the intense heat of the conflagration is yet a long 
way from us does not mean that we are not imperiled. 

A frightful storm of unbridled and unregenerate human 
passion has swept over the greater portion of the earth, leav- 
ing in the wake of the ebbing and flowing tides of war one 
broad expanse of waste and desolation. Thrones have tot- 
tered, governments have fallen and the very foundations of 
civilization have been shaken. The mutterings of discontent 
and the threatenings of revolution are audible and fill us with 
dire forebodings. The world’s social structure bears evidence 
of possible cleavage and disintegration. It is for us to devote 
ourselves to the task of welding it together and preserving its 
integrity. 

Peoples of the earth who have been driven to desperation 
by ceaseless oppression, suddenly released from political bond- 
age, have obtained a freedom with which they are unacquainted, 
and many of them are ill-prepared to enjoy it without abuse. 
Drunken with the fermented spirit of their new-found liberty, 
they are defying the restraints of organized government and 
scorning the demands of constituted authority. It is in a large 
measure the work of America to redeem the world from its 
prolonged social delirium, to tranquilize the frantic nations 
and teach them by precept and example that there can be no 
enduring peace or liberty that is not safeguarded by the 
orderly administration of a potential government. 

America has long been looked upon as the world’s ideal 
democracy. Shall we not make it so and keep it so in fact? 
May we not indeed become a fixed star in the constel:ation of 
the nations, perpetually filling the heavens with the kindly 
light of a wisely tempered liberty, by the guidance of which 
all may henceforth move fearlessly on in the orbits they were 
ordained to pursue. 

And let us keep in remembrance the everlasting truth re- 
corded centuries ago, that “righteousness exalteth a nation” 
and that without it we cannot endure. All the fortified de- 
fenses, iron-clad battleships and armament the vast wealth of 
this country can provide cannot afford us protection if we 
forsake the principles of uprightness upon which we were first 
established. 


God of our fathers, known of old— 
Lord of our far-flung battle-line— 
Beneath whose awful hand we hold 
Dominion over palm and pine— 
Lord, God of Hosts, be with us yet, 
Lest we forget—lest we forget! 
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The tumult and the shouting dies— 
The Captains and the Kings depart— 
Still stands Thine ancient sacrifice, 
An humble and a contrite heart. 
Lord, God of Hosts, be with us yet, 
Lest we forget—lest we forget! 


Far-called, our navies melt away— 
On doon and headland sinks the fire— 
Lo, all our pomp of yesterday 
Is one with Nineveh and Tyre! 
Judge of the Nations, spare us yet, 
Lest we forget—lest we forget! 


If, drunk with sight of power, we loose 
Wild tongues that have not Thee in awe— 
Such boastings as the Gentiles use, 
Or lesser breeds without the law— 
Lord, God of Hosts, be with us yet, 
Lest we forget—lest we forget! 


For heathen heart that puts her trust 
In reeking tube or iron shard— 
All valiant dust that builds on dust, 
And guarding calls not Thee to guard— 
For frantic boast and foolish word, 
Thy mercy on Thy People, Lord! 


THE PresipeENtT: I am glad Judge Moore has come to 
us with his rare combination of wit and wisdom. We are 
doubly indebted to him, and I express to him the thanks of 
our Association. 

It is now in order to receive the report of the Resolutions 
Committee, and I shall call upon J. S. Sartori, the chairman 
of the committee, for the report. 

Mr. Sartort: Numerous resolutions have been submitted 
to your committee for its consideration. Some of them have 
been set aside for what seemed to be good and obvious seasons. 
Some of the others have been incorporated in a resolution or 
a report, which the committee recommends for your adoption, 
and which I will now proceed to read. 


Report of Committee on Resolutions 
J. S. SARTORI, Chairman. 


I. 


The American Bankers Association, in convention assem- 
bled, realizing the duty resting upon the bankers to give their 
best efforts toward a solution of the problems confronting the 
country, makes the following statement of its views: 


II. L&GIsLATION 


Legislation now pending is of vital importance to the wel- 
fare of business and we urge the early enactment of equitable 
laws affecting our system of taxation and revenue. Delay only 
increases the unsettled conditions of business where certainty 
is desired. We believe a repeal of the excess profits tax, effec- 
tive for the year 1921, is essential to an early stabilization of 


business conditions. Realizing that enormous revenues for the . 


support of government activities must be raised, we approve a 
well-devised sales tax as the most satisfactory method of rais- 
ing the additional revenue that may be required. We are 
further strongly opposed to the principle of American valua- 
tion as contained in the present tariff bill, because of the radical 
changes of administration required, as well as the additional 
uncertainty which it injects into business. 

Economy in government must be carried out and we 
approve the budget law now in operation as bringing more 
business into government. We disapprove of all legislative 
proposals tending to inject further government activities into 
business, and we believe that many of the remedies proposed in 
Congress and designed to meet the present situation will do 
more harm than good through a disturbance of the normal 
operation of economic law. While appreciating the hardships 
endured by various sections of our population through the 
processes of deflation, we believe that in the long run normal 


conditions will be sooner established and the prosperity of the 
country will be better advanced without such legislation. 

A question of great importance in the economic and finan- 
cial life of our country has arisen through the continued crea- 
tion of new tax exemptions and tax exempt securities, which 
tend to remove capital from industry and to lessen the initiative 
of investors. No further tax exemptions should be authorized 
and no further tax exempt securities should be issued by the 
Federal government or by the states, municipalities or quasi- 
public corporations. 

Economy in government demands the elimination of all 
unnecessary expenditure which would further increase our 
national debt or the burden of taxation. We are therefore 
opposed to the Soldiers’ Bonus bill, which would provide com- 
pensation without regard to disability. For our soldiers who 
are disabled as a result of the war, we urge the fullest com- 
pensation and care on the part of the Government. 

Federal supervision over the issue of securities is urgently 
needed to protect the people against unscrupulous promoters, 
who are yearly robbing them of millions of dollars which 
might be directed into productive channels, but we are opposed 
to restrictive legislation of such character as would interfere 
with the marketing of sound securities. 

In sympathy with every movement which will promote the 
thrift and industry of our people, we are nevertheless opposed 
to the proposed extension of the postal savings system on the 
ground that it will not and cannot draw out of hiding any con- 
siderable sums of money. The result will be the introduction 
of government into the banking business and will not assure to 
local communities the use of their saving funds for their own 
development. 

It is estimated that 75 per cent. or more of the national 
revenues are spent either in payment for past wars or in 
preparation for future wars. In order to lessen our great 
burden of taxation, as well as for humanitarian reasons, we 
heartily endorse the Conference which has been called to con- 
sider the limitation of armaments. 


III. Crepit SITUATION 


The country has been passing through a most serious busi- 
ness depression, in which the credit situation has been a cause 
of grave concern. We believe that, as a result of the liquida- 
tion and readjustment in prices which have already taken place, 
the worst is over, but the process of readjustment is far from 
completed. The great disparity which continues between 
wholesale and retail prices seriously hinders the readjustment 
of wages to lower economic levels and thereby delays the re- 
establishment of normal relations between prices and wages. 
In this connection we wish to express our hearty approval of 
the skillful management of the Federal reserve system and 
the tremendous value of that system to our financial and busi- 
ness welfare during this trying period. We deplore the con- 
tinued attempts by legislation to divert the Federal reserve 
system from its true function of supplying reserves in time of 
need and to make of it an instrumentality for advancing the 
interests of any class. 

We believe it is a sound economic policy for the Federal 
government to fund its present large floating debt at the earli- 
est possible moment, but we do not believe that the present is 
an opportune time for carrying out this policy. 


IV. Foreign TRADE 


Believing that the restoration of normal conditions in the 
world and in our own country depends upon the reestablish- 
ment of a proper balance between nations, and that the co- 
operation therein of the United States is desirable and neces- 
sary for the re-establishment of normal conditions in American 
business life, we approve the principles of the plan for an In- 
ternational Credit Organization, known as the ter Meulen 
Plan. This plan offers a means of mobilizing the assets of the 
war stricken countries under responsible international supervi- 
sion, and of issuing bonds based on these assets, thereby en- 
abling them to secure long term credits for the payment of 
essential imports. The Commerce and Marine Commission of 
the Association is hereby directed to make the necessary in- 
vestigations for the purpose of recommending the best means 
of cooperation on the part of this Association in carrying out 
the principle of the ter Meulen Plan. 
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We approve and endorse the purposes of the International 
Chamber of Commerce, and believe that it is entitled to the 
encouragement and support not only of the members of this 
Association, but also of all those interested in the best methods 
for extending our business relations with the other nations of 
the world. 


V. Lasor 


The processes of our economic life cannot proceed in an 
orderly fashion when wages of labor and prices of commodi- 
ties are seriously out of adjustment. Labor’s interest in a 
proper adjustment is just as keen as that of the producer or 
manufacturer, The country is to be congratulated upon the 
extent to which labor has realized the necessity of a readjust- 
ment of wages and an increase in its efficiency. Until industry 
is revived, labor must suffer from unemployment and so long 
as there is a failure of readjustment of prices or wages in any 
line of business, labor continues to suffer. The total purchasing 
power of labor has been reduced, even in those industries in 
which wages have not experienced a reduction comparable to 
the general reduction in price levels. 

The number of unemployed in the country is a question of 
grave concern and we heartily endorse the action of the present 
administration in calling a conference to devise plans for less- 
ening unemployment. We approve the continuation of the con- 
ference and earnestly hope that valuable constructive recom- 
mendations will be made from which there will result, under 
proper governmental supervision, a lessening in the severity of 
the cycles of unemployment. 

The construction of highways, whenever possible without 
unduly increasing the tax burden, should be carried out. The 
construction of necessary public works, delayed by reason of 
war conditions and high prices, should not be longer delayed 
where their construction will contribute materially to the solu- 
tion of this problem. Home building on a large scale is needed 
and we urge upon the members of this Association that they 
extend a deep and sympathetic consideration to this problem 
and substantial aid in its solution. It should be noted that the 
most serious handicap to carrying out an extensive home build- 
ing program is the fact that the labor costs in construction are 
still far too high, and that labor can contribute to the lessening 
of unemployment by readjustment of wages in the building 
trades. 

VI. TRANSPORTATION 


The transportation system of our country has come to be 
recognized as fundamental to our prosperity and we urge upon 
Congress a prompt settlement of the claims of the railroads 
against the government and the funding of the debt of the 
railroads to the government. An early payment to the rail- 
roads of the hundreds of millions of dollars due them will 
do more toward stimulating industry and lessening unem- 
ployment than any other action that the government can take. 
The railroads, if promptly paid by the government, will be able 
to pay much present indebtedness, thus releasing credit of 
manufacturers long tied up, and to buy on an extensive scale 
equipment which they have long needed. 

We believe that the present high wages of railroad em- 
ployees must be readjusted and shop and work agreements 
entered into during the war period must be revised. Such re- 
adjustment and revision will pave the way toward greater 
business activity, increased earnings of the railroads, an even- 
tual lowering of freight rates and in consequence a lowering of 
the cost of living. 

We desire to express our belief in the value of a compre- 
hensive transportation system which will include not only the 
railroads, but the canals and highways, particularly the plan 
for a barge canal connecting the Great Lakes, the Ohio and the 
Mississippi, and a canal connecting the Great Lakes and the 
St. Lawrence. We also believe the government should con- 
tinue its policy of extending its aid to the states in the con- 
struction of highways. 


VIL. AGricuLTuRE 


We recognize that the welfare of our agricultural interests 
is fundamental to our prosperity and that during the past year 
agriculture, including the live stock industry, has suffered se- 
verely because of the maladjustment of the prices of agricul- 
tural products to those of labor and manufactured goods. We 
believe that the bankers of America have fully appreciated the 
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distressing situation of these interests and have come to their 
aid to the extent of their ability, and we urge upon the mem- 
bers of the Association that they give their most careful and 
patient attention to the continued support of the farmers and 
stock raisers. 

We desire to renew our expression of approval of the 
efforts made by the Department of Agriculture to promote the 
agricultural interests of our country and to commend the work 
of the Agricultural Commission of the American Bankers 
Association for its excellent work. 

The problems of the farmer are many and intricate, in- 
volving not alone the production, but also the marketing of his 
products. It is the duty of bankers to lend their aid to the 
financing of the production and the orderly marketing of farm 
products in order that the farmer shall not be forced, from 
lack of credit, to dump his products on a flooded market in 
which the speculator flourishes, and that the public shall not 
be compelled to pay exorbitant prices by the unreasonable with- 
holding of these products from the market. 

We favor a continuation by the Federal Government of the 
general policy of the reclamation of irrigable arid lands. 


VIII. Retirinc 


The American Bankers Association, in convention assem- 
bled, desires to express its great appreciation of the services of 
its retiring President, John S. Drum, and in particular, its ap- 
preciation of the remarkably able economic surveys which he 
has made. We desire to emphasize the three prerequisites of 
stability, as set forth in his address: 

First: There must be reestablished such a harmonious 
relationship between prices and costs, and between prices 
of natural products on one hand and finished goods and 
services on the other, as will give to each group of pro- 
ducers the purchasing power, which means simply the abil- 
ity to trade, to which its product is naturally entitled. 

Second: There must be a restoration of social, finan- 
cial, and economic order and stability in the nations of the 
old world that were disrupted by the war. They must re 
construct their productive machinery and restore the wealtk: 
that was wasted and destroyed in the war, so that the nor- 
mal exchange of products of one country with those of an- 
other—the normal international trade relation—may be re- 
sumed. 

Third: When economic, financial, and social stability 
abroad shall have been restored, the United States must find 
in those stabilized foreign countries markets for the excess 
products of her farms and her forests, her mines and her 
factories. 

Mr. Drum’s administration has been characterized by tire- 
less service in behalf of the Association and by intelligent ef- 
fort directed toward the solution of the tremendous problems 
confronting the United States. During his year of office the 
Association has extended its influence and usefulness and 
strengthened its position among the bankers and the business 
men of America. 


IX. Guests 


The American Bankers Association, in convention assem- 
bled, desires to express its appreciation of the visit of Sir 
Drummond Drummond Fraser, and Lady Drummond Drum- 
mond Fraser, who, at great personal inconvenience, have made 
the long journey from London to Los Angeles, and we here- 
with extend to them our thanks and our sincerest appreciation 
of their visit. 

We also take this occasion to express our thanks to the 
Honorable D. R. Crissinger, Comptroller of the Currency, and 
to the other distinguished guests for their able and instructive 
addresses which have contributed so much to the success of the 
convention. 

To the Los Angeles Clearing House Association, to the 
various local committees, and particularly to the Ladies’ Com- 
mittee, we desire to express our deep appreciation for the 
highly efficient and delightful arrangements which have been 
made for the handling of the convention and the entertain- 
ment of the delegates. The welcome which we have received 
will ever remain as a pleasant memory of this meeting. 

To the Press, we extend our cordial thanks for their uni- 
formly courteous treatment and interest in our proceedings, 
and for the generous amount of publicity given to the proceed- 
ings of the general convention as well as to the several sections. 
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Mr. Hinsco: Mr. Chairman, I move the adoption of 
the resolutions. 

Mr. PuELIcHER: I second the motion. 

Mr. Reeves (New Orleans): Mr. President, is it neces- 
sary to vote on the committee’s report as a whole? 

THE PRESIDENT: It is usual, Mr. Reeves, unless a mem- 
ber desires to address himself to some particular part of the 
report, to vote upon the resolutions as a whole. 

Mr. Reeves: The report as a whole is a fine report, but 
there is one part I cannot agree to. I do not care to vote 
on it and go down as being in favor of it. The part of 
it is with reference to being against the issuance of any 
tax exempt securities by states or any political subdivision. 
I think that is an unsound recommendation. I do not want 
to go down in favor of recommending it. If the report is 
to be voted on as a whole, I would vote in favor of the 
report, rather than vote against it, because that is a small 
part of it, but I just want to go on record as being opposed 
to that recommendation. 

THE PresipeNtT: Does any other member desire to speak 
to the resolution? If not, the question will be put. All 
in favor of the adoption of the report as presented will 
please say aye; contrary, no. The ayes have it, and it is 
so ordered, and it is adopted as the resolutions of the Asso- 
siations for the coming year. 

Mr. Hawes: Mr. President, I desire to offer a resolution: 

Be It Resolved, that the Executive Manager of the Amer- 
ican Bankers Association is hereby instructed to convey in 
‘suitable testimonial an expression of sympathy to the fam- 
ilies of the following distinguished members of the American 
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Bankers Association who have passed away during the past 
year, and also to any other members of the Association whom 
we do not have at the present time a record of. The five 
gentlemen whom I shall mention have served on the Council, 
have been loyal to the Association in their efforts, and one 
of the original organizers of the American Bankers Associa- 
tion. I refer, Mr. President, to Luther Drake of Omaha; 
Mr. Hardwick of Georgia; Fred Collins of Tennessee; Mr. 
Wexler, of New York, and Mike Dowling, of Minnesota— 
loyal men of the Association—and I am sure our Executive 
Manager can convey to their families an expression of sym- 
pathy at our loss, as well as theirs. 

The motion was duly seconded. 

THE PresmpeNtT: It is moved and seconded that proper 
resolutions of sympathy be conveyed to the families of the 
gentlemen named. Are you ready for the question? All in 
favor of the motion please say aye; contrary, no. It is 
unanimously so ordered. 

And now, gentlemen of the convention, a very pleasant 
duty devolves upon me. It is to welcome into office our 
new president, Thomas B. McAdams, of Richmond. (Ap- 
plause.) Mr. McAdams has worked in our Association, as 
you all know, for many years, and has acquired a ripeness 
of experience, and in addition to that he brings a vigorous 
courage and initiative that makes me prophesy now, with all 
the good faith in the world, and I am sure I am expressing 
the ideas of all of you, a most successful and satisfactory 
administration. And so we greet him into his new office. 
(Applause. ) 


Address of the New President 


THOMAS B. 


The agricultural production of Los Angeles County now 
exceeds a half billion dollars per year. Here 3,700 factories 
are producing outputs amounting to over $2,000,000 per day. 
And yet it has fallen to my lot, during my stay in this most 
hospitable city, to get something which has never been pro- 
duced here before. I have the only well developed cold ever 
raised in Los Angeles County. And while I appreciate this 
further evidence of the hospitality of the city in selecting me 
as the recipient for this particular honor, I must confess that 
it does hinder me at this time in making an appropriate re- 
sponse to the very personal, but certainly very flattering, in- 
troduction which I have received at the hands of Mr. Drum. 

When the convention closed at Washington, and we saw 
brought to a close the constructive administration of President 
Hawes, we found in our hands an instrument, a piece of 
machinery, which simply needed oiling to make it go forward. 
President Drum during the last year has started the machinery 
to work. So far as I can see, it. needs no further tampering 
with. Therefore, during the coming year, we do not need new 
a but simply to make what we have as effective as pos- 
sible. 

May I just pause here to say that I believe that no greater 
contribution has ever been made to American banking than 
that which has come from the personal efforts of President 
Drum in the tremendous labor which he put in in order to get 
those two great expressions of opinion of the American people 
which he presented to the spring meeting, and which he has 
again presented here. President Drum has traveled during 
the past year over 40,000 miles for the purpose of carrying the 
American Bankers Association to its own members, and for 
the purpose of bringing those members into closer touch with 
the workings of this organization. 

So it shall not be my purpose to try to devolve some new 
. scheme for fame, but simply to carry on the work which has 
been started by my predecessors in such way as it will reflect 
to the greatest credit of the American Bankers Association. 


McADAMS 


I want particularly to emphasize the protective feature of 
this Association. Last spring the dues of the Association were 
increased, largely for the purpose of making this most impor- 
tant work more effective. The protective department is for 
your protection, and I can assure you that every cent will be 
spent and every effort will be made to break down this grow- 
ing wave of crime, and to make every criminal in this country 
fear to make an attack upon a bank, a member of this Associa- 
tion. But I want to call your attention to the fact that 35 per 
cent. of all of the losses which are sustained by banks of this 
country are due primarily to the negligence of the banker him- 
self. The loss is due simply to your granting a credit by cash- 
ing a check for a stranger, or by having business relations 
with an individual who deposits perhaps cash and then waits 
three or four months before he gets you to advance funds 
against an uncollected check. Thirty-five per cent. of all the 
money lost in criminal transactions with banks in this country 
could be saved with your cooperation without need of any de- 
tectives. 

And so on through the various commissions and divisions of 
this Association. I will not take your time to outline them. 
You have had a wonderfully effective report from your Eco- 
nomic Policy Commission and you have just had your report 
put into words and put into action by your Resolutions Com- 
mittee. 

We have in this convention laid a wonderfully renewed 
foundation for carrying on our foreign trade. I do not be- 
lieve any man can go away from the American Bankers Asso- 
ciation Convention this year without feeling imbued with a de- 
sire to carry on the work which was started at Chicago, and 
which received further impetus at the meeting of business men 
in December of last year in organizing a foreign trade corpor- 
ation or a corporation for the purpose of extending long time 
credit abroad. The amendments to the Edge Act last spring 
make that much more feasible than it was in December. And 
this ter Meulen plan answers one of the principal objections 
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at the time the first organization was proposed, in that it fur- 
nishes us with a security which we can with safety rely upon, 
and which we can recommend to the American public, for in- 
vestment in debentures of our Foreign Trade Financing Cor- 
poration. And so we go into this year to carry on the old 
thoughts and to make them effective. 

Every fibre of my being responds to the great honor that 
you have conferred upon me, and yet, above any feeling of per- 
sonal pride, there is that overwhelming shadow of great re- 
sponsibility, the responsibility to produce that character of 
leadership which will be worthy of the past traditions of the 
American Banker. I can only say, gentlemen, that if an un- 
swerving willingness to serve, if a devotion to duty, will pro- 
duce the results desired, then during the coming year the influ- 
ence of the American Bankers will continue to be exerted as a 
protection to our social structure and in strengthening the great 
business and financial activities of this nation. (Applause.) 


PRESIDENT McApams: It now gives me great pleasure 
to induct into office your First Vice-President, John H. 
Puelicher, of Wisconsin. (The emblem of office was presented 
to Mr. Puelicher.) Mr. Puelicher, your services to the bankers 
of this country have been so manifold that it is unnecessary to 
detail them, but I venture to predict that nothing that you have 
ever done will reap such a reward as this campaign of educa- 
tion that you are carrying on now in behalf of the American 
bankers, which, while it is directed primarily to the education 
of the youth of the nation, will, at the same time, stimulate the 
interest of the banker himself in his own business, and really 


educate him to some extent into the possibilities of service that 
our great profession affords. 

Mr. Pueicuer: I thank you for this additional honor. I 
thank you more for the confidence it implies. I thank you most 
for the opportunity of greater service. (Applause.) 

PRESIDENT McApAMs: The convention, perhaps, doubt- 
ing the ability of Mr. Puelicher and your humble servant, 
has had the foresight to add a head to the official family. And 
I am sure that there is no one whom we can more gladly wel- 
come into the official family than Walter W. Head. The 
American Bankers Association has made no mistake in trust- 
ing its future to him. (The emblem of office was presented 
to Mr. Head.) 

Mr. Heap: The membership of the American Bankers 
Association cannot designate a single thing in the world that 
carries with it more honor than calling to service in the organi- 
zation members in an official capacity. While the destinies of 
the organization are safe in the hands of our worthy President 
and Vice-President, yet at this time I want to pledge to them 
and to the American Bankers Association my full support dur- 
ing the coming year. 

On behalf of the Association Ex-President Richard S. 
Hawes then presented to Mr. Drum a silver tea set as a 
mark of the Association’s appreciation of his services. Mr. 
Drum acknowledged the gift, after which the convention ad- 
journed. 


Banquet in Richmond to President McAdams 


Many prominent bankers from the East and South gathered 
at the Jefferson Hotel in Richmond, on Saturday evening, 
October 29, at a banquet given by the Bankers Club of 
Richmond in honor of Thomas B. McAdams on the occasion 
of his election to the presidency of the American Bankers 
Association. His fellow townsmen and Virginians generally 
recognized in the election an honor both to him and to the 
city and the banking fraternity of the state. “The banquet,” to 
quote the Richmond Times Dispatch, “was unique in the finan- 
cial annals of the city and bore eloquent testimony to the 
esteem in which Colonel McAdams, yet a young man, is held 
by those with whom he has come in contact during his banking 
career and who have elevated him to the highest position 
within the gift of American financiers.” 

President McAdams, the guest of honor, received an 
ovation when presented to the assemblage by W. Meade 
Addison, president of the Bankers Club of Richmond and 
president also of the Planters National Bank of that city. 

Mr. Addison presided as toastmaster. Invocation was of- 


fered by Rev. W. Russel Bowie, Rector of St. Paul’s Episcopal 
Church. 

The speakers included Herbert W. Jackson, president of the 
Virginia Trust Company of Richmond; Dr. Douglas S. Free- 
man, Joseph M. Hurt of Blackstone, formerly president of 
the Virginia Bankers Association, and Col. John F. Bruton, 
president of the First National Bank of Wilson, N. C. All 
of the speakers bore testimony to the high ability and the 
constructive value of President McAdams’ citizenship. 

In his response, President McAdams most earnestly pledged 
his best efforts to the nation through his work as president 
of the American Bankers Association. 

A unique feature of the banquet was the tribute paid to 
the mothers of America at the suggestion of Col. John F. 
Bruton. It was because of the goodness and the grace of the 
mothers of the land, said Col. Bruton, that such men as 
President McAdams were raised up to lead men and to make 
his country and his flag respected throughout the world. At 
the request of the speaker the audience then arose and paid a 
silent tribute to the mother of President McAdams. 


Sir Drummond Drummond Fraser’s Farewell 


Sir Drummond Drummond Fraser sailed for home on 
November 5, 

“On the eve of departure from America,’ he said in a 
statement to the JourNnaL, “I wish to take this opportunity 
of saying how much I have appreciated not only the generous 
hospitality of the American Bankers Association but the 
patient and sympathetic hearing of my explanation of the plan 
I am organizing. 

“TI was particularly fortunate in meeting so many members 
of the Association on the Rock Island Special train from 
Chicago. On my return journey I had a further opportunity 
of meeting and influencing large numbers of bankers and lead- 
ing men of commerce, first, at San Francisco, as the guest of 
Mr. Drum, and then at St. Louis, as the guest of Mr. Watts. 
At Washington I was given the opportunity to explain the 
principles ot the plan to President Harding, the Secretary of 
the Treasury, Mr. Mellon; the Secretary of Commerce, Mr. 
Hoover ; the Comptroller of the Currency, Mr. Cressinger; the 
Managing Director of the War Finance Corporation, Mr, 
Meyer; the Governor of the Federal Reserve Board, Mr. 


Harding, some senators and other representative men, includ- 
ing Senator Edge, the initiator of the ‘Edge Corporations,’ 
which are a necessary part of the finance of the plan. 

“The consensus of official opinion was that the plan ap- 
peared to be a practical solution of the present stagnation of 
trade, and that all should be done in America to further the 
plan as no new legislation would be required. 

“During my short stay in New York, I have seen many 
of the representatives of the banks, of the leading financiers, 
and some of the largest exporters, whose interest in the plan 
has been most reassuring. 

“I therefore leave America, feeling that I have gained 
more than | even expected in support of the only plan for 
financing foreign trade which has stood the test of the expert 
opinion of nearly all the countries of the world. 

“I commend to the notice of your readers the editorial of 
the New York Times on the subject, on November 2. 

“May I take this opportunity of acknowledging the invalu- 
able assistance of my personal private secretary—Lady Drum- 
mond Drummond Fraser.” 
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Trust Companies Celebrate Silver Anniversary 


First Session 


TUESDAY, OCTOBER 4 


pany Division were held in the Ambassador Hotel 

Theatre, Los Angeles, California, on Tuesday and 
Wednesday, October 4 and 5. A special feature was made of 
the fact that the trust company branch of Association work 
had reached a quarter century of service. Edmund D. 
Hulbert, president of the Merchants Loan and Trust Company, 
Chicago, and president of the Division, presided at both ses- 
sions. 

A special session, attended by officers and representatives of 
trust companies, was held on Tuesday evening for the purpose 
of discussing publicity, advertising and business building meth- 
ods, with particular attention given to the national publicity 
campaign for trust companies as conducted by the Committee 
on Publicity of the Trust Company Division. This session 
was presided over by Francis H. Sisson, vice-president of the 
Guaranty Trust Company of New York and chairman com- 
mitee on publicity, Trust Company Division. 

The proceedings of all sessions follow: 


‘ee varied and interesting sessions of the Trust Com- 


Annual Address of the President 
EDMUND D. HULBERT 


This being an important anniversary, the occasion calls for 
a review of the past, a taking stock of the present and some 
forecast of the future. 

A quarter of a century ago, a group of men, whose names 
should be held in grateful memory, organized the trust com- 
panies into a section of the American Bankers Association, the 
better to promote the common interests of such institutions. 
On September 9, 1896, the following call was issued, which 
resulted in the first meeting being held in St. Louis on Tues- 
day, September 22, of that year. 

“Dear Sir: The advantages of the eitieal and various 
state associations of bankers suggests similar gatherings of those 
managing trust companies. As there has been but little pub- 
lished as to trust company practices and no general meeting 
for an interchange of ideas as to them,.each company has been 
forced to establish its own precedent without having the benefit 
of the experience and methods of other companies. There has 
been no general move to secure uniformity of action, simi- 
larity of laws, or practical benefits to be derived from personal 
acquaintance. 

It has occurred to us that it might be desirable and practi- 
cable to have a gathering of representatives of trust companies 
at the meeting of the American Bankers Association, to be 
held in the city of St. Louis on September 22-24 next. Many 
trust companies are now members of that Association and if 
at such odd times as not to interfere with the general conven- 
tion there were some proceedings specially suited to trust com- 
panies, the meeting of the Association would be of broader 
interest and its membership increased. At the annual meet- 
ings of the American Bar Association there are at some 
odd times organized meetings of the ‘Section of Legal Educa- 
tion’ and ‘Section of Patent Laws.’ The plan of separating 
these distinctive branches into sections has proved to be of 
benefit to the general association. 
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You are invited to send a representative to an informal 
conference of trust company officers to be held during the 
meeting of the Bankers Association above mentioned. An- 
nouncement will be made during the session of the convention 
of the hour and place of the conference. Among the questions 
discussed will be whether a national gathering of trust com- 
panies would be more successful if held as a section of the 
American Bankers Convention. If you cannot be present, we 
should be pleased to have from you an expression to be read 
before the conference.” 

This letter was signed by officers of the following com- 
panies : 


Old Colony Trust Co., Boston, Mass. 

Continental Trust Co., New York City. 

U. S. Mortgage and Trust Co., New York City. 
kranklin Trust Co., Brooklyn, N. Y. 

The Northern Trust Co., Chicago, III. 

Security Title and Trust Co., Chicago, IIl. 
Title Guarantee and Trust Co., Chicago, III. 

The Union Trust Company, Indianapolis, Ind. 
Mississippi Valley Trust Co., St. Louis, Mo. 

St. Louis Trust Co., St. Louis, Mo. 

Union Trust Co., St. Louis, Mo. 

Lincoln Trust Co., St. Louis, Mo. 

Columbia Finance and Trust Co., Louisville, Ky. 
Fidelity Trust and Safety Vault Co., Louisville, Ky. 
The International Trust Co., Denver, Colo. 


The following representatives of trust companies were 
reported as being present: 
Henry M. Dechert, president Commonwealth Title Insur- 
ance and Trust Co., Philadelphia. 
W. L. Moyer, assistant cashier American Trust and Savings 
Bank, Chicago. 
Henry W. Leman, vice-president Chicago Title and Trust 
Co., Chicago. 
James R. Barret, Ohio Valley Bank and Trust Co., Hen- 
derson, Ky. 
- John D. Filley, secretary St. Louis Trust Co., St. Louis, 
oO. 
E. Hicks Herrick, assistant secretary Real Estate Trust Co., 
New York. 
J. B. Case, president Lincoln Trust Co., St. Louis. 
George F. Orde, Northern Trust Co., Chicago. 
J. H. Ingwersen, cashier Peoples Trust and Savings Bank, 
Clinton, Iowa. 
Willis H. Paine, State Trust Co., New York. 
* John T. Fargason, president Memphis Trust Co., Memphis, 
enn. 
* Harry A. Kahler, Security Mortgage and Trust Co., Dallas, 
exas. 
Cornelius Tompkins, treasurer Union Trust Co., St. Louis. 
Peter Dudley, trust officer, Security Title and Trust Co., 
Chicago. 
Julius S. Walsh, president Mississippi Valley Trust Co., 
St. Louis. 
Breckinridge Jones, second vice-president Mississippi Valley 
Trust Co., St. Louis. 
Anton G. Hodenpyl, Michigan Trust Co., Grand Rapids. 
The fact that the name of “Breckinridge Jones” appears 
last on the list is significant. He has been called “the father 
of the Section.” If you will open the programs, which have 
been presented to you for this meeting, you will find therein 
an index of addresses and discussions held at our meetings 
during the past twenty-five years. Many improvements in 
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methods of operation and laws pertaining to our business 
have been made during the years of our working together. 
Much, however, remains to be done. 

That this aggregation has had a profound effect, not only 
upon the welfare of the trust companies but upon the welfare 
of the public as well, no one can question. Not only has the 
work of this Section tended to raise the technique of fiduciary 
institutions to the highest standards, but it has educated the 
public to the advantages of skilled and conscientious corporate 
management of trusts to a degree which could have been 
accomplished in no other way. We are justly proud of the 
record and of the place occupied by trust companies in the 
financial world today. 

On June 30, 1920, there were 30,139 incorporated banks in 
the United States, 2,241 trust companies, 8,030 national banks, 
all others 19,868. The deposits of trust companies were 9,764 
millions, national banks, 17,155 millions, all others 14,796 mil- 
lions. Capital surplus of trust companies, 1,549 millions, na- 
tional banks 2,757 millions, all others 1,782 millions—that is. 
trust companies which comprise only about 7 per cent. of 
the total number have about 25 per cent. of the total capital 
and surplus and about 23 per cent. of the total deposits accord- 
ing to published statements. This, however, does not tell 
the whole story. It has not generally been required that 
trust companies publish the amount of real and personal 
property held by them in trust, which we know far exceeds 
the amount held as ordinary deposits. I believe it is conserva- 
tive to say that trust companies have more property in their 
direct control today than any other group of banks in the 
United States. Under these circumstances we have a right 
to be heard and should insist upon being heard on all ques- 
tions relating to material welfare, whether commercial, fidu- 
ciary or otherwise. 

We have in Illinois very broad banking laws, which permit 
trust companies to engage in every sort of business which can 
properly be called banking, and the results have been surpris- 
ingly gratifying, both to the public and the stockholders. 
Most of our large national banks have found it desirable to 
organize trust company adjuncts and some of us are wonder- 
ing why these banks retain their national charters. There is 
absolutely no service which the national bank can render that 
the trust company cannot render equally well, and the trust 
company can render to its patrons important and vital service 
impossible to national banks. When the question of permitting 
such trust companies to become members of the Federal re- 
serve system was before Congress, one eminent New York 
financier strenuously opposed it on the ground that if this 
were done we would soon have nothing but trust companies 
in the country. The pertinent answer to this was: if trust 
companies have proven their capacity for superior service, why 
oppose their spread? 

I have asserted our right to be heard on all questions con- 
cerning material welfare and therefore make no apology for 
expressing disapproval of the general onslaught on banks for 
lower interest rates being made by those high in authority. 
Such efforts can have no very great effect as banks have no 
more control over interest rates than warehouse men have 
over the price of wheat, but false propaganda to the contrary 
may do great harm. Interest rates are regulated by world 
conditions, by the cost of doing business and by the risk 
involved. The latter item seems to be ignored in most calcu- 
lations. I venture to say that there has never been a time 
in the experience of any bank officer now living when losses 
were so general or so severe, or when bankers pursued so 
broad and altruistic a policy in their efforts to assist the un- 
fortunate to get on their feet again and to preserve the 
integrity of our business system. 

Before the war conditions in a large part of the country 
were such that losses were negligible and therefore interest 
rates were low and stable. No such conditions exist anywhere 
at present. 

The troublesome problem of our relations with the Bar 
will, I believe, through the efforts of the very able committee 
having the matter in charge, eventually reach a satisfactory 
solution. We must frankly admit that in the past many trust 
companies usually, through inadvertence, did things in the 
course of business and in their advertising which justly 
aroused the resentment of the profession whose good will is 
so valuable to us. The influence of this Division has been 


exerted to persuade trust companies to discontinue these ob- 
jectionable practices and to a great extent our efforts have 
been successful.” As to the matters that are still in dispute, 
they must be settled finally on the basis of service and effi- 
ciency. It is a question of how the interest of those who 
have property to leave when they die can best be served and 
not a question of whether lawyers or trust companies are 
entitled to do certain things. We must get this discussion 
above the plane of a jurisdictional dispute between labor 
unions. 

Permit me to conclude by expressing my appreciation of 
the honor you have conferred upon me and the many cour- 
tesies which you have shown me during my term of office. I 
wish especially to thank the officers who have served with me 
during the past year, and who have cheerfully borne with my 
shortcomings even when they added to their own burdens. My 
acknowledgments are especially due to J. W. Platten, who 
retired from the presidency of this Division two years ago. 
His advice and support have been invaluable. 


H. W. Jackson, Virginia Trust Company, Richmond, Vir- 
ginia, responded to the President’s invitation to deliver the 
messages and greetings received from the organizers and past 
active workers of the Division, as follows: 

From Anton G. Hodenpyl, formerly secretary of the Michi- 
gan Trust Company, Grand Rapids, Mich., and the first secre- 
tary of the Division. 

“It is a great pleasure to comply with the suggestion con- 
tained in your letter of the 13th inst., and I will be glad if you 
wil transmit to the coming convention of the Trust Company 
Division in Los Angeles the following message: 


“As I look back upon the days that have passed since the 
organization of the Trust Company Division of the American 
Bankers Association, and as I think of all that has been accom- 
plished by the division in the intervening twenty-five years, and 
of the growth in importance of the division to the banking facili- 
ties of the country, I am proud of having been present at the 
birth of this division and of having been able to assist in a 
minor degree the real organizer, Breckinridge Jones, of St. 
Louis. I am also proud of having served in various official 
capacities in the happy days of long ago. The Association at 
that time, with the bright men at the head of the division, was 
inspiring, and the duties were mild and simple compared with 
those with which you now have to cope. 

“Please accept my congratulations on the high position to 
which you have brought the Trust Company Division, and also 
please accept my very best wishes for its future and of all 
those who are now connected with it.” 


- From W. C. Poillon, formerly vice-president of the Bank- 
ers Trust Company of New York, who is now a member of 
the firm of Tucker Anthony of Wall Street: 


“I duly received your letter of September 13, requesting my 
presence at the silver anniversary meeting of the Trust Com- 
pany Division of the American Bankers Association, to be held 
in Los Angeles next month, and very much regret that it is 
not possible for me to be present with you on that occasion. 

“T would like very much to be present with my associates 
of past years in the Trust Company Division, and have often 
regretted that the change from trust company work to that of 
private banking has removed me so far from the field of my 
former efforts; however, I feel that I am so much out of 
touch with the work of the Trust Company Division that I 
shall not attempt to send any message on this occasion. 

“Thanking you for remembering me in this connection, and 
with kindest regards to all of my old friends who may be 
present at the silver anniversary.” 


From Mr. Arthur Adams, formerly vice-president of the 
New England Trust Company, Boston: 


“T only received your letter a day or two ago in reference 
to ‘Old Home Week’ at the convention this year. I regret 
that I am no longer active in trust company work, though I 
am still interested. I have no message that would be of inter- 
est historically or any other way, but I can say that I believe 
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the section has more than justified its existence and its activi- 
ties, and that I found my association with the members most 
instructive, useful and pleasant. Some friendships made by 
this Association are among the strongest I have. With my 
best regards to you personally and my friends at the con- 
vention.” 


From Mr. O. C. Fuller, formerly president of the Trust 
Company Division, and president of the First Wisconsin Trust 
Company, Milwaukee, Wis.: 


“Greetings and best wishes for a brilliant meeting. I re- 
gret exceedingly that I could not be with you to join in cele- 
bration of our silver anniversary.” 


From Festus J. Wade, of St. Louis, president of the Mer- 
cantile Trust Company: 


“Most cordial greetings on its anniversary, especially so 
because it was originally organized, promoted and developed 
by a St. Louisian, Breckinridge Jones. As an ex-president of 
the Trust Company Division, regret without measure I cannot 
be with you on this your silver jubilee. Great good has been 
accomplished by this Division. It is a very, very, important 
part of the financial structure of our nation, especially when 
the trust companies joined in the Federal reserve system. Ex- 
press to all the delegates how extremely sorry I am not to be 
with you and give my love to all the boys, old and new.” 


From John H. Holliday, chairman of the board of the 
Union Trust Company of Indianapolis: 


“T regret that I cannot be present at the twenty-fifth anni- 
versary of the division. My memories of the division, or sec- 
tion, as most of us have familiarly known it, are among the 
most pleasant of my business life. It is a great gratification 
to see how the institution has grown from a small beginning 
in 1896 to a body of such membership and influence. It is 
more gratifying, however, to realize how much it has accom- 
plished in the quarter of a century to advance the interest and 
popularity of trust companies, in diffusing information and 
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establishing public confidence in them, as well as bringing 
about a spirit of friendliness and cooperation that has meant 
much to many. It has had a wonderful career, far in excess 
of the brightest hopes held by those of us who were active in 
its formation. Prophecy of what it may be and may do is 
vain, for judging by the record its past may easily be ex- 
ceeded by its future. 

“T am happy in the opportunity to greet you one and all in 
congratulations on this remarkable anniversary. Twenty-five 
years ago the trust company was something of an experiment, 
but its unparalleled growth has placed it among the most 
stable and permanent lines of business. The division may well 
be proud of the great part it has had in the achievement. Most 
cordially yours.” 


From A. A. Jackson, vice-president Girard Trust Com- 
pany, Philadelphia: 


“It is with much regret that I find myself unable to be 
present at the Los Angeles Convention, and it is the greater 
disappointment to me because this meeting marks the twenty- 
fifth anniversary of the founding of the Trust Company Divi- 
sion. 

“If I were to have the pleasure of being with you, perhaps 
I should be tempted to speak at greater length than I am now 
writing you in response to the very courteous suggestion in 
your letter of the 12th inst., that as one of those who had in 
past years some active connection with the Trust Company 
Division, I should send some message to the meeting. 

“The ability to look back to the years when I was an of- 
ficer of the section, and to those years when, although not an 
officer, I had some part im its deliberations and the very great 
satisfaction of attending its meetings with more or less regu- 
larity, is a source to me of the greatest pleasure. The Associa- 
tion has now grown to such a size that perhaps its younger days 
seem, by comparison, little in their moment, and yet it was 
during those days there was built up the organization that is 
now so potent in the banking circles of the country. I pay 
high tribute, therefore, to the men who laid the groundwork 
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for this success, those who came before me, and those with 
whom in my small way I was associated, as well as these later 
men who have brought the division to the enviable place that 
it now occupies. 

“If you have an opportunity, will you say to such of those 
present at the Los Angeles meeting as may remember me, that 
I send them my very warm wishes for the usefulness of their 
coming together, and that I hope for them a most pleasant time, 
in which I am sorry that it is not my lot to share.” 


From F, B. Gibson, one of the original organizers, for- 
merly secretary International Trust Company, Denver, Colo.: 

“A quarter century is a long span in the life of the in- 
dividual. It is but a step in the progress of a great idea; a 
very long forward step, however, in the cause you represent. 

“The development of the trust company since the day our 
call went out for the first gathering of trust company officers 
has been little less than marvelous. In that day these institu- 
tions were found only in the great business centers. Their 
clientele was limited chiefly to large corporations and to in- 
dividuals of wealth, while their functions were scarcely known 
to the general public. 

“Today they are important factors in every community, 
freely used by all classes. Such a development is in itself con- 
vincing evidencesof the highly important part played by the 
trust company in the business and family life of today. 

“Of the little group of men who nurtured your splendid 
organization through its infancy it-cannot now be said, ‘The 
Old Guard dies; it never surrenders;’ for most of the sur- 
vivors have surrendered to the allurements of retired life. Yet 
we are glad to note that a few of the Old Guard, and notably 
the ‘Father of the Section,’ as he has been affectionately called, 
are still active in the front rank and held in high esteem. 

“T can think of no business career more congenial and in- 
spiring than that of the trust company official, with its delight- 
ful associations, the high duties involved, the sacred trusts im- 
posed, and the durable satisfaction enjoyed i in the consciousness 
of real service rendered. As one of the Old Guard, I send 
you greetings as you reach your twenty-fifth milestone. Yours 
is a great work. Carry on!” 


PRESIDENT HuLBERT: It is a matter of very great regret 
that Breckinridge Jones could not be with us. today, and I am 
sure it is a matter of keen regret to him. He ought to be here 
to receive our applause and good wishes. However, I under- 
stand his son, Daniel Jones, is present, and he has some com- 
munication from his father. 

DANIEL Jones: I just have a word to say, Mr. President, 
because Mr. Hardin has the message from Mr. Jones. It is a 
matter of deep regret that he could not be here. Mr. Hardin, 
who is vice-president of the Mississippi Valley Trust Com- 
pany, and has been with Mr. Jones for eighteen years, knows 
the interest Mr. Jones has in this work, and has Mr. Jones’ 
message, which he will read. 

Horp Harpin: It is my privilege to bring to you today the 
message from Mr. Jones, who is known as the “Father of the 
Trust Company Section.” It has been my privilege to be with 
Mr. Jones for the past eighteen years, and during that time I 
have had the opportunity to know of his continuous interest in 
the activities of this organization, and before starting to read 
his message to you, I should like to assure you that you may 
count upon that interest being as constant and steadfast in the 
future as it has been in the past. The title of his paper is 
“Reminiscences of the Birth of the Trust Company Section.” 


Reminiscences of the Birth of the Trust 
Company Division 
BRECKINRIDGE JONES 


On this, the silver anniversary of the Trust Company 
Division of the American Bankers Association, it may be 
interesting to recall the days when it was taking its first 


feeble steps. In addition to reviewing the early days of the 
Trust Company Division, I have another purpose in sending 
this message to the convention,—to convey my greetings to 
those men whose never-ceasing efforts and highly developed 
power of cooperation made the division possible, and whose 
intelligence, keen wit and general good qualities made asso- 
ciation with them an enjoyable and profitable privilege. In 
retrospect, I can see that period of the infancy of the divi- 
sion as one of the brightest spots of my life,—one of my 
most cherished memories. 

In 1890 I tried to gather information explaining the work 
of a trust company and was unable to find in print even 
fifty pages of such information. There were at that time 
sixty-three trust companies in the United States. Contrast 
this situation with that of today, with the great volume of 
information pertaining to trust companies that is available. 

At that time the term “trust company,” while familiar to 
the American people, was widely misunderstood. Most peo- 
ple thought it meant something undesirable, considering it 
synonomous with “pool” or some similar term carrying the 
meaning of a combination in restraint of trade. This may 
seem an exaggeration, but its truth is borne out by the fol- 
lowing excerpt from a paper presented at the first meeting 
of the Trust Company Division by Ralph Stone, then Trust 
Officer of the Michigan Trust Company of Grand Rapids, 
Michigan, and now the guiding spirit of the Detroit Trust 
Company : 

“During the collection of the material for the paper, an 
incident occurred which may be worth relating. In response 
to a request addressed to the Secretry of State for each 
state, for a certified copy of the laws relating to trust com- 
panies, about half a dozen secretaries transmitted copies of 
the laws regulating, restricting or prohibiting pools, trusts, 
unlawful combinations and conspiracies in restraint of trade. 
The copies of these laws were returned with an explanation 
that it was the statutes relating to trust companies which 
act as trustee, executor, etc., which we desired. In one case, 
the Attorney-General, to whom the letter was referred, re- 
plied that he regretted misreading the first letter on the 
subject, but that after a thorough research he was con- 
vinced that there were no statutes of his state relating to 
trust companies, and that, as far as he could learn, there 
were no trust companies doing business in his state, except 
the Standard Oil Company.” 


If the men who had risen to the positions of Secretary of 
State and Attorney-General could be so misinformed, what 
could be expected from the general public? It was only 
through many years of effort that a better understanding of 
this matter was obtained by the public. As late as 1907 the 
trust company was still being explained. At the American 
Bankers Association Convention in that year Hon. Charles 
Emory Smith, at one time Postmaster-General and at an- 
other Ambassador to Russia, spoke on the “Distinction be- 
tween Trusts and Trust Companies.” 

Many,—I believe it might be said a majority,—of the 
banks in the large cities where trust companies were generally 
operating, did not fully understand the functions of a trust 
company and looked on such institutions with suspicion and 
as unworthy rivals. How could they do otherwise, when the 
name was constantly surrounded by the fog of ignorance? 
There were educated bankers, however, who realized that 
the trust company was not so much a rival of the banks as 
it was the banks’ outgrowth or corollary,—a coordinate 
branch of finance. They remembered that the reason the first 
trust company was formed in New York* in 1822 was be- 
cause banks could not attend to certain business outside of 
the city of New York; that if the banks could have done so, 
what is now the Farmers Loan and Trust Company, of New 
York, might never have been started. It was realized by the 
financial student that our development to a certain point 
could be easily handled by the bank, but that, with the mar- 
velous development of our country, the density of popula- 
tion, and the aggregations of wealth, came a demand for a 


*In the March, 1907, issue of ‘Trust Companies,” Mr. W. T. 
Mackay, of Clevel and, in his article on the “Growth and Future of the 
Trust Company,” says, “Claim to priority is made for a Philadelphia 
Company, t the Pennsylvania pag oer for Insurance of Lives and Grant- 
ing of Annuities, that company having been organized in 1809. It was 
not until about thirty years later, however, that it was authorized to do 
a trust business.” 
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more complex community. The trust company, a conserva- 
tor of wealth to work hand in hand with the bank, the crea- 
tor of credit, was the invention of American genius. 

This spirit of antagonism to trust companies was reflected 
in the legislatures of several states, evidenced at every ses- 
sion by bills to restrict the powers of trust companies in 
states where those powers were broad and by factions in op- 
position to the bills giving ample powers in states where 
additional legislation was needed. The records of my own 
state show the case of the State of Missouri v. Trust Com- 
panies, in June, 1898, in which the Attorney-General tried 
to put them out of business, on the ground that they were 
exceeding their charter powers in receiving deposits subject 
to check. The Supreme Court, ruled otherwise, however. 
(144 Mo. 562) Many of these conflicts were bitter; all were 
serious, 

Yet they were not without amusing incidents. I remem- 
ber at the time I was advocating legislation for trust com- 
panies a Senator said to me: “My young friend, if you pass 
this bill, is there anything on God’s earth that a trust company 
can not do? In an effort to introduce a little levity into a 
tense situation, I said, “Yes, I do not think the trust com- 
pany could have twins.” His 
reply was, “Well, they certainly 
do not need to have offspring, 
because under this bill they 
would have life everlasting.” 
In spite of what he said it has 
developed that while a trust 
company cannot have twins it 
has had a grandchild. In our 
trust department hangs a pic- 
ture of a baby. Below it is the 
legend: “The Mississippi Val- 
ley Trust Company’s first 
grandchild, born December 28, 
1900. At the date of her birth her 
father was nineteen years old 
and the Mississippi Valley Trust 
Company was his guardian.” 

In the early nineties a bill 
was introduced to prohibit a 
trust company from acting as 
guardian of the person of a 
child. In defense of this bill, on 
the floor of the Senate, Hon. 
Howard Gray, then Senator 
from a Southwest Missouri 
district, now Judge of the Ap- 
pellate Court of Springfield, 
referring to Senator Major 
(afterwards Governor), said he 
could see the distinguished Sen- 
ator from Pike County along- 
side of that great apostle of 
democracy, champion of indivi- 
dual rights and opponent of cor- 
porations, William Jennings 
Bryan, on the rear end of a Pullman coach passing through 
Pike County, and he could hear the Senator saying to that 
crowd of Pike County people: “We .were boys together, went 
to school together, spun tops together, went swimming in the 
same creek; we have been brethren in the church and brethren 
in the lodge; I have married into your family and you have 
married into mine, but when the time comes for me to pass 
into the Great Beyond, with one expiring glance I shall: say, 


‘Oh, God, I cannot trust any of these fellows, give me a 


corporation to take care of my child,’” Senator Gray con- 
tinued, in abated breath, “O! S-e-n-a-t-o-r-s! Just think of 
committing the immortal soul of a human being for its re- 
ligious training, its moral education, to a s-0-u-l-l-e-s-s cor- 
poration. Just picture the little child being sent to Sunday 
school. I do not know whether it is the president or the 
porter that takes it, but in my mind’s eye I can see that little 
child, on its knees, when it is to be put into its trundle bed at 
night, lift its little hands high above and say that prayer that 
it has been taught to say: ‘God bless the trust company; God 
damn everybody else. Amen!’” The bill was defeated. 
The record of trust companies proves the maxim about its 
not having a soul to be fiction. It can be truthfully said that 
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a trust company has the composite soul of its trust estates com- 
mittee, its executive committee, or its board of directors. Men 
directing a trust company, if doing their duty, cannot act in 
any other way than conscientiously. As a corporation, the law 
says that the trust company is a person and its operations have 
shown that it has a soul. A customer once said of the Missis- 
sippi Valley Trust Company that it was “not only a financial 
institution, but a human being.” A trust company has restric- 
tions that do not apply to individuals. This corporation is 
subjected to an examination and supervision that would be 
resented by an individual, for do you know of any individual 
who would not indignantly refuse to allow an outsider to ex- 
amine into his personal and private books to see if he were 
engaged in speculation, or if in reality he had all the cash he 
said he had? He would be insulted if the privilege were de- 
manded of checking up all the securities in his possession to 
find out if there were any possibility of his trust funds being 
mingled with his personal funds. Such supervision he would 
consider an infringement of his personal liberty and a violation 
of his constitutional rights. 

The trust company, however, is subjected to such an ex- 
amination, but instead of resenting, it welcomes it, for it de- 
sires anything that will help in 
the least to safeguard the in- 
terests it holds in sacred trust 
as executor, trustee, guardian, 
or in any other fiduciary capa- 
city. In fact, the well-managed 
trust company not only has the 
conscience and responsibility of 
the individual, but it has its 
freedom so restricted as un- 
questionably to protect its cus- 
tomers against possible dishon- 
esty, error in judgment or 
carelessness in management. 

Intelligent men, both bank- 
ers and trust company officials, 
appreciated the situation and 
what might have grown into a 
wall of flame—a permanent an- 
tagonism between the banks 
and trust companies, was 
smothered out when it was a 
tiny blaze. It became apparent 
that, both for the purpose of 
protection and in order to edu- 
cate the public, companies 
doing a legitimate trust com- 
pany business should have a 
national organization. Many 
advocated organizing an asso- 
ciation composed exclusively 
of trust companies, but as there 
was already in existence the 
American Bankers Association, 
of which a number of trust 
companies were already mem- 
bers, others thought it wise to clasp hands and work with it. 
One year before this division was formed an application was 
made -to the executive council of the parent body to recom- 
mend changing the by-laws so as to provide for a trust com- 
pany division. The argument was made that there was no 
precedent in the Association for such action, and that if 
such action were taken it would result in unifying the strength 
of the trust companies and produce a factional strife. The 
application was not granted. 

Three years before this time I read a paper before the 
Missouri Bankers Association. ‘It was entitled, “The Trust 
Company Question.” That this matter should be referred to 
as a question shows the trend of thought in those days. Now 
there is no question. It was through my preparation of this 
paper, and our membership in the American Bankers Associa- 
tion, that I gained the acquaintance of so many*bankers who 
had the interests of the trust companies at heart, and so in 
1896, after some correspondence with prominent trust com- 
pany men, and without any commitment on the part of the 
parent body, I took the privilege of sending out a call for the 
meeting of trust companies, to be held in St. Louis at the same 
time as the National Convention of the American Bankers 
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Association. The purpose of this meeting was to discuss the 
organization of a trust company division of the American 
Bankers Association, and the call was signed by fifteen trust 
companies, representing eight separate states, as follows: 

Boston—Old Colony Trust Co., by T. Jefferson Coolidge, 
Jr., president. 

New York—Continental Trust Co. of the City of New 
York, by Otto T. Bannard, president; United States Mortgage 
and Trust Co., by G. W. Young, president. 

P Brooklyn—Franklin Trust Co., by Geo. H. Southard, presi- 
ent. 

Chicago—The Northern Trust Co. Bank, by Arthur Heurt- 
ley, secretary; Security Title and Trust Co., by Peter Dudley, 
trust officer; Title Guarantee and Trust Co., by Frank H. 
Sellers, trust officer. 

Indianapolis—The Union Trust Co., by John H. Holliday, 
president. 

St. Louis—Missisippi Valley Trust Co., by Breckinridge 
Jones, second vice-president; St. Louis Trust Co., by John D. 
Tilley, secretary; Union Trust Co. of St. Louis, by C. 
Tompkins, treasurer; Lincoln Trust Co, by A. A. B. 
Woerheide, secretary. 

Louisville—Columbia Finance and Trust Co., by Attila Cox, 
president; Fidelity Trust and Safety Vault Co., by John 
Stites, vice-president. 

Denver—The International Trust Co. by F. B. Gibson, 
secretary. 

The first call read: 

“The advantages of the national and various state associa- 
tions of bankers suggest similar gatherings of those managing 
trust companies. As there has been but little published as to 
trust company practices and no general meeting for an inter- 
change of ideas as to them, each company has been forced to 
establish its own precedents without having the benefit of the 
experience and methods of other companies. 

“There has been no general move to secure uniformity of 
action, similarity of laws or practical benefits to be derived 
from personal acquaintance. 

“It has occurred to us that it might be desirable and practi- 
cable to have a gathering of representatives of trust companies 
at the meeting of the American Bankers Association to be held 
in the city of St. Louis on September 22-24 next. Many trust 
companies are now members of that Association, and if at such 
odd times as not to interfere with the general convention, 
there were some proceedings specially suited to trust compa- 
nies, the meetings of the Association would be of broader in- 
terest and its membership increased. At the annual meetings 
of the American Bar Association there are, at some such odd 
times, organized meetings of the ‘Section of Legal Education’ 
and ‘Section of Patent Law.’ The plan of separating these 
distinctive branches into sections has proved to be of benefit to 
the general Association. 

“You are invited to send a representative to an informal 
conference of trust company officers to be held during the meet- 
ing of the Bankers Association above mentioned. y iroevinaeed 
ment will be made during the session of the convention of the 
hour and place of the conference. Among the questions dis- 
cussed will be whether a national gathering of trust compa- 
nies would be more successful if held as a Section of the 
American Bankers Association. 

“If you cannot be present we should be pleased to have 
from you an expression to be read before the conference.” 

When this meeting was called to order on September 22, 
1896, there were present seventeen representatives from ten 
different states. After a thorough discussion of problems 
which, due to the influence of this division, are now matters of 
history, through the aid of the talented Joseph C. Hendrix, 
then Chairman of the Executive Council of the American 
Bankers Association, the Trust Company Section was formed, 
the by-laws of the Association being amended in open session 
of the ‘convention, the very hour the amendment was offered, 
permitting the formation of a Trust Company Section. 

The men who were first charged with the destiny of the 
section were: 

Chairman, Henry M. Dechert, then president of the Com- 
monwealth Title, Insurance and Trust Co., Philadelphia, Pa.; 
vice-chairman, Gordon Abbott, then vice-president of the Old 
Colony Trust Co., Boston, Mass.; secretary, Anton G. Hoden- 
pyl, then secretary of the Michigan Trust Co., Grand Rapids, 
Mich.; executive committee, Breckinridge Jones, chairman, 


Mississippi Valley Trust Co., St. Louis, Mo.; Frank H. Sellers, 
Title Guarantee and Trust Co., Chicago, Ill.; Willis H. Paine, 
State Trust Co, New York City; Geo. H. Southard, Franklin 
Trust Co., Brooklyn, N. Y.; Anton G. Hodenpyl, Michigan 
Trust Co., Grand Rapids, Mich.; John Stites, Fidelity Trust 
& Safety Vault Co., Louisville, Ky.; Geo. W. Young, U. S. 
Mortgage and Trust Company, New York City; Francis P. 
Bangs, State Trust Co., New York. 

To Mr. Hodenpyl, first secretary of the division, belongs 
more credit than we are able to realize. It was largely his un- 
tiring efforts that accomplished the detail of the perfected 
organization. I remember well how he took me to task when 
the press of business matters at my institution resulted in my 
being unable to give the necessary time to my duties as Chair- 
man of the Executive Committee in 1897. I quote from one of 
his letters to me: 

“There are just three things for you to do. One of them 
is to pack your doll rags and come up here at once, so that 
we can arrange the whole detail of the August meeting. The 
other one is to write me very fully, giving your instructions 
as chairman as to what you want to have done, when I will 
see that they are carried out. The other is, not to reply to 
this communication, and then I am afraid I shall be cross. 

“T do not mean this letter in the light of serious fault find- 
ing or complaining, but I just want you to understand how 
annoying it is to me to hear nothing whatever from you. You 
are a good boy, and I am very fond of you, but you have tried 
my soul awfully during the past six weeks.” 

The first meeting of the Executive Committee after the divi- 
sion was formed was held in New York City. On our way 
there various members of the committee stopped in Philadel- 
phia, to call on the president of the division, Mr. Dechert. We 
were pleasantly surprised by his having provided a luncheon 
in Parlor C of the old Continental Hotel, in which room it had 
been the custom to hold receptions for the President of the 
United States and other distinguished visitors. Mr. Dechert 
had as guests to meet us some fifty or sixty of the leading 
bankers, editors, professional and literary men of Philadelphia. 
This function was recognized as a great compliment fo us and 
added much to the enthusiasm of the members of the com- 
mittee. 

The following year, when the committee met in New York 
City, George W. Young, a member of the committee, arranged 
a most elaborate banquet for us at Delmonico’s. There were 
sixty or more of the leading financiers of the East present. A 
silver souvenir match-box, of original design, made especially 
for the occasion, was presented to each of those present. 

In 1897, in Detroit, in the Turkish room at the Hotel 
Cadillac, the first meeting of trust companies, as a section of the 
American Bankers Association, was held. Then it was that 
the mist of ignorance and uncertainty concerning trust compa- 
nies began to disappear. 

In my files on the Trust Company Division I find the pro- 
gram of the first meeting and it is reproduced here: 


Address of welcome, by Elwood T. Hance, Secretary of the Union Trust 
Company, Detroit. 
Reply, by Henry M. Dechert, of Philadelphia, Chairman of the section. 
Report, of Executive Committee, by the Chairman, Breckinridge Jones, 

Vice-president, Mississippi Valley Trust Co., St. Louis. 

Paper, “Powers and Duties of Trust Companies when Acting as Trustee 
under ‘Corporation Mortgages,’”’ by Francis S. Bangs, president 
State Trust Company, New York. 

Discussion—Each se limited to five minutes. 

Paper, “Statutes of the Several States Relating to Trust Companies,” by 
Ralph Stone, Trust Officer, The Michigan Trust Company, Grand 
Rapids, Mich. 

Discussion. 

Paper, ‘Relations of Trust Companies to Trust Estates,” by Henry M. 
Dechert, president Commonwealth Title Insurance & Trust Co., 
Philadelphia, Pa. 

Discussion. 

Nomination and election of three members of Executive Committee to 

serve for three years. 


At that first meeting the Trust Company Division had 114 
members. This compared with a membership of seventeen at 
its inception. The growth of the division is shown by the fol- 
lowing figures: 


Membersuip By Years, 1896 To 1920 


1897, 114; 1898, 150; 1899, 190; 1900, 253; 1901, 348; 1902, 
414; 1903, 501; 1904, 566; 1905, 638; 1906, 718; 1907, 846; 1908, 
931; 1909, 981 ; 1910, 1,007 ; 1911, 1,137; 1912, 1,206; 1913, 1,363; 
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1914, 1,201*; 1915, 1,372; 1916, 1,459; 1917, 1,625; 1918, 1,833; 
1919, 1,965. 

It may be of interest here to record that, in appreciation 
of Mr. Hendrix’s acting as doctor at the borning, when a 
memorable struggle came up at the Detroit meeting between 
Mr. Hendrix and Mr. Russell of Detroit, representing the 
progressive element, against the “Old Guard,” as they plumed 
themselves, led by Mr. Rhawn and Mr. Tracy, it was the solid 
support of this division that turned the tide, made Mr. 
Hendrix president that year, and led to Mr. Russell’s being 
president the following year. 

At the first meeting, I was called on to present the needs 
of the trust companies of the United States, and from the 
records of that meeting I find that it was suggested: 

First: That the section (division) should see that no 
company used the words “trust company” unless it did a legiti- 
mate trust company business. 

Second: That the section should use its best efforts to 
bring about a greater uniformity in laws relating to trust 
companies. (This meant that in many states we should see 
that some kind of a trust company statute was enacted.) 

Third: That the section have some publication make a 
compilation of trust company laws of all the states. 

Fourth: That the section try to induce some of the bank- 
ing journals to publish the papers read at the meetings and to 
devote some space to questions of special interest to trust com- 
panies. 

How great progress has been made under the supervision 
of this division as to the use of the words “trust company,” 
and the enactment of laws governing trust companies in the 
various states, is shown by the fact that at the time of the first 
meeting in Detroit there were thirty states which had no laws 
specifically governing trust companies, whereas now there are 
in all of the states special laws pertaining to trust companies. 
Such institutions as used the name had come into existence 
under special charters, or under general banking laws; and if 
they were created under general banking laws, it meant as a 
rule that they were only banks of discount and deposit, could 
not exercise trust company functions, and were trust compa- 
nies in name only. 

Along with the progress made in the enactment of laws for 
the good of trust companies, we find that such progress has 
been made in the matter of publications and other printed in- 
formation relating to trust companies. The cause of the trust 
companies has met with yery substantial cooperation, especially 
from the financial press, and also from many of the other 
newspapers of the United States. That there is still much 
work to be done in this direction, however, is shown by the 
fact that at the 1919 convention of the American Bankers 
Association, held here in St. Louis, it was recognized that one 
of our greatest needs was educational publicity and the result 
of that session was the setting aside for this purpose of the 
largest cooperative fund ever voted by the division. 

I regret very much my inability to be present at Los An- 
geles this year and personally greet my many friends, who 
will add a chapter to trust company history. I find pleasure, 
however, in the thought that my son, Daniel W. Jones, assis- 
tant secretary of our institution, is bringing this message to 
you, as my substitute, and this recalls to my mind that in one 
of the early meetings of the Trust Company Division I made 
the following statement (at the Cleveland convention in 1899) 
in responding to my election as a member of the Executive 
Committee: “I appreciate the honor that has been conferred 
upon me and feel that it is something I should be proud of. 
I believe in the years to come, when one of my little boys 
comes to looking back and finds in the records of this organi- 
zation his father’s name connected with its early days, he will 
have reason to be proud, and if he is in the trust company 
business, he will meet, I am sure, the sons of many of the 
gentlemen here today. The organization has always been in 
the hands of worthy men and their continued interest and 
fidelity is assured.” 


Frank W. Brarr, president Union Trust Company, Detroit, 
Michigan: I move that the Secretary be instructed to send 
Mr. Jones a telegram expressing the good wishes of the division 


© ccecesenae of Savings Bank Section, which some Trust Companies 
joine 
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and the appreciation of his efforts in the years that have 
passed. 

The motion was unanimously carried. 

Mr. Brair: I have here, gentlemen, a telegram from 
John W. Platten, president United States Mortgage and 
Trust Company, New York, and President of the section in 
1918 :— 


“It is a source of great regret that it was not possible 
for me to attend the convention, and especially the sessions 
of the Trust Company Division. Feeling that it might be 
of interest to the members, I am able to give you the 
latest figures respecting the total resources of the trust com- 
panies of the country in connection with the compilation 
made by our company for the 1921 edition of ‘Trust Com- 
panies of the United States.’ With 149 more companies 
reported this year, the total resources as of June 30 were 
$12,333,000,000, being $128,000,000 less than a year ago. In 
face of the advetse economic and financial conditions pre- 
vailing throughout the world, the relative maintenance of 
trust company resources, with a reduction for the year of 
but 1 per cent., should prove a source of great satisfaction. 
The following decreases by territory, in round figures, are 
shown: New England, $260,000,000; five north Atlantic 
states, $190,000,000; seven southern Atlantic states, $64,- 
000,000; eight southwestern states, $17,000,000; eight western 
states, $4,000,000. The increases by territory are: Pacific 
coast, $105,000,000; seven north central and plains states, 
$306,000,000. The differences of over $20,000,000 shown by 
individual states were decreases: New York $274,000,000; 
Massachusetts, $244,000,000; Illinois, $33,000,000; Louisiana, 
$28,000,000 ; Tennessee, $22,000,000, and Mississippi, $21,000,- 
000. Increases: Ohio, $190,000,000; Missouri, $125,000 
California, $110,000,0000 ; Pennsylvania, $46,000,000, and nk 
Jersey, $44,000,000. Comparing the resources of today with 
ten years ago, there is an increase of over $7,000,000,000. 
Since 1914 there has been a growth of over $6,000,000,000 or 
a greater increase than during the whole period of the 100 
years of existence of the trust company up to that time. 
Notwithstanding the fact that trust companies no_ longer 
constitute the only class of institution exercising fiduciary 
powers, in no department of their activities has their growth 
and enhanced usefulness been more clearly evidenced than 
in the steadily increasing volume of such business in trust 
to them, due in great measure to the stimulation of this 
class of activity by conditions resulting from the great strug- 
gle. In expressing my wish that the sessions of the Divi- 
sion may result in the utmost benefit to its membership, I 
avail of this opportunity to send hearty congratulations on 
the attainment of its silver anniversary, together with the 
hope that all present are headed straight for its golden 
celebration.” 


PRESIDENT Hutpert: The next in order is the report of 
the Executive Committee by Theodore G. Smith. Mr. Smith 
is unable to be present. Mr. House has a telegram from 
him, and will read his report. 

Mr. House: Mr. Smith, the chairman of the committee, 
has sent the following telegram addressed to Mr. Hulbert, 
President of the Trust Company Division: 


“T regret exceedingly that I am not privileged to join 
with you and the other members of the Trust Company Divi- 
sion of the American Bankers Association in commemorat- 
ing the silver anniversary of the organization of the Trust 
Company Division, not alone for the loss of inspiration and 
personal benefit I have always derived from each and every 
meeting, but also to bring to mind and be proud that the 
International Trust Company of Denver, with which I was 
assgciated for twelve years was represented at the organiza- 
tion meeting in St. Louis in 1896. The wonderful structure 
and service of the Trust Company Division is a_ beautiful 
memorial of the vision of its founders and the patient work 
of their successors.” 


Mr. House: Mr. Smith has not presented any formal 
report of the work of the Executive Committee, but before 
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that committee come and are decided the policies and the 
principles of trust company practice from time to time. Dur- 
ing the past year I understand four meetings of the Executive 
Committee have been held, at which time the active work 
of the division, through its subcommittees and through its 
New York office, were carefully considered and appropri- 
ately acted upon. Before this committee come reports of 
your standing committees, such as Committee on Legislation, 
Committee on Protective Laws, Committee on Publicity, 
Committee on Cooperation with the Bar, Standardization of 
Charges, Community Trusts, and Staff Relations; and also 
before that committee communications from time to time 
come from the vice-presidents of the various states through- 
out the United States. The committee has a general knowl- 
edge of everything relating to trust company matters, and I 
assure you those meetings which the Executive Committee 
hold are not just meetings and then adjournments, but there 
is very serious thought given to every subject that comes 
before them, and very many important matters are decided. 
The best is always taken and given to the members. 

Mr. Brair: At this time I would like to offer the follow- 
ing resolution: 

“Resolved that a Nominating Committee of five be ap- 
pointed by the President, which committee shall receive 
names in writing from the delegates present, from which the 
Nominating Committee shall select five members of the Exe- 
cutive Committee for the term ending in 1924, and one mem- 
ber of the Executive Commitete for the term ending in 1923 
to fill the vacancy created by the resignation of Mr. McLucas, 
who has left the trust company field for another, which names 
shall be reported back to the convention for its action.” 

PRESIDENT HuLsert: I will present now the resignation 
of W. S. McLucas from the Executive Committee. His term 
expires in 1923. Mr. McLucas has severed his connection 
with the Commerce Trust Company of Kansas City, and is 
now with the National City Bank of New York. What will 
you do with this resignation? 

It was moved, seconded and carried, that the resignation 
be accepted. 

PresipENT Hu pert: I will appoint as the Nominating 
Committee, Frank W. Blair, J. N. Babcock, F. O. Birney, H. 
W. Jackson, and A. V. Morton. 

PresipENT Hupert: The next item on the program is 
an address by Judge William Rhodes Hervey, Chairman of 
the Trust Company Section, California Bankers Association, 
and Vice-President of the Los Angeles Trust and Savings 
Bank, on “The Trust Officer, the Man and his Equipment.” 


The Trust Officer—The Man and His 
Equipment 
JUDGE WILLIAM RHODES HERVEY 


Emerson declares that “An institution is the lengthened 
shadow of one man,” and this phrase is peculiarly apt in its 
application to a trust company and its trust officer. The 
trust companies in the United States cast shadows of many 
different lengths—some shortened to a vanishing point and 
others *stretching across the land to the very horizon. Some 
are trust companies in name only, others exercise a few 
simple fiduciary functions, while still others are engaged in 
handling a large volume of difficult and exacting business re- 
quiring the skill, learning and diligent care of a master mind. 
A corporation engaged in banking or other non-fiduciary 
business may serve admirably in its field and may be profit- 
able to its shareholders, but it is not in a true sense a trust 
company, no matter how it writes its name, and officer of 
such a corporation is in fact a trust officer, notwithstanding 
the provisions of the by-laws or resolutions of the directors. 


This discussion cannot range the wide field seemingly in- 
dicated by the vagaries of corporate and official nomencla- 
ture, but must of necessity be confined to those companies 
exercising in a full measure the trust franchise and to those 
officers charged with the performance of the important and 
sacred duties of trust officer. A glance at the ordinary and 
usual business transacted by a trust company or a trust de- 
partment will afford a suggestion of the variety and delicacy 
of the tasks daily confronting the executive responsible for 
the honor, safety and profit of the trust department, and this 
casual survey will demonstrate that the trust business is a 
vast complex and that the’trust officer is its most important 
element. 

The trust company is chartered, organized, equipped and 
officered to serve its customers, trustors and beneficiaries in 
almost every business relation known to modern civilization. 
It touches business life at every point and its problems are as 
diversified as the affairs of men. It usually acts as a trustee, 
fiduciary or agent, and seldom as principal, and its opera- 
tions have to do with every form of property susceptible of 
ownership, while its duties require the performance of mul- 
titudinous kinds of personal service. The trust company is 
employed by corporations to act as trustee, registrar, trans- 
fer agent, fiscal agent and otherwise. It acts for individuals 
in the capacity of executor, administrator, guardian of the 
estates of minors-and incompetent persons, trustee, receiver, 
conservator, attorney-in-fact and agent. It invests money, 
handles stocks, bonds and mortgages, manages and operates 
businesses, rents, buys, improves and sells real estate, holds 
and disposes of jewelry, live stock, produce, automobiles, 
furniture, libraries, merchandise, machinery, partnership as- 
sets, patents, royalties, copyrights, liquors, and all other forms 
of property accumulated by its patrons. It engages in manu- 
facturing, merchandising, farming, operating utilities and 
other business enterprises. It pays insurance, taxes, income 
taxes, inheritance taxes, assessments, interest, repair bills, 
claims against estates, incomes to trustors and beneficiaries, 
and many other forms of demands. It prosecutes, defends 
and compromises lawsuits and disputes. It protects the 
living and matures the cherished plans of the dead, befriends 
the widow and orphan, guides the aged, strengthens the 
weak, curbs the improvident, discourages the reckless, en- 
courages the timid, keeps endless secrets and in many ways 
justifies its claim to be an “incorporated friend.” All these 
things it does for others and, because of its profound legal 
and moral responsibility, it is governed, in every act of its 
existence, by the strict laws of trusteeship. As an officer of 
the court and as the administrator or corporate and private 
wealth, it must know and follow the law. Dereliction in the 
performance of duty not only entails financial loss, but under- 
mines that reputation and good name, so arduously and pa- 
tiently built up, which is the only sure foundation of success. 

A business of such intricacy, scope and responsibility can- 
not be successfully built up, managed and made profitable by 
a man of weak character or meager attainments. The re- 
quirements of the trust business are so exacting, the details 
of management so numerous, the drafts on good faith and dis- 
interedness so constant and the lure of expediency so insis- 
tent, that none but men of ability, experience, learning and 
strong moral character should be chosen for trust officer. An 
institution unwilling to employ a trust officer of the type sug- 
gested should be unwilling to hold itself out to the public as 
a trust company prepared to assume the sacred and responsi- 
ble duties of fiduciary. The honor and highest good faith of a 
trust company are solemnly engaged when it voluntarily ac- 
cepts the confidences, the property and the directions of its 
decedents, trustors and principals, as well as when it quali- 
fies as an officer of the court. Many of its engagements con- 
tinue through a long period of years, and some of them last 
from generation to generation. When once a trust company 
is committed to the performance of a duty, it is not easy to 
discharge itself until the duty is fully and finally performed. 

A failure on the part of a trust company to realize the 
fundamental necessities of the trust business, and to employ 
trust officers and other personnel worthy to represent the insti- 
tution and capable of performing its duties, leads not only to 
financia! loss and ultimate failure, but it discredits all other 
trust companies and alienates the confidence and regard of 
many persons who need the service of a corporate fiduciary. 
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A mistake or a dereliction of duty or a neglect of a solemn 
commitment does more to harm the trust business than can be 
offset by many acts of diligence, skill and good faith. It fol- 
lows from what has been said that a trust company, if it ex- 
pects to win success and achieve a reputation, should have 
much more in its plans and ambitions than to make money, 
and its officers should be actuated by much higher purposes 
and aims than to operate the machinery of a corporation. In 
this particular business it is indubitably true that many are 
called but few are chosen. 

A trust officer is the executive charged with the manage- 
ment and direction of the important business transacted by 
the trust department of his institution, and the demands of 
his office require many exceptional attributes of character 
and mental equipment. His ability and personality will find 
reflection in the reputation of his company, in the orderly rou- 
tine of his business, in the morale of his associates and as- 
sistants, and in the confidence and good-will of his customers. 
There are certain qualifications which should be possessed by 
every man who consecrates his life to trust service and is en- 
trusted by his company with the performance of its important 
duties, and the protection of its vital interests against the 
tremendous hazards by which it is surrounded. 

The first and most essential attribute of a trust officer is 
honesty. By this is not meant personal integrity, for it is to 
be assumed that every person employed in trust work will 
be a man of probity and uprightness, but the requirement of a 
trust officer is that he shall not only be upright, but that he 
shall possess that degree of sincerity and justness that will 
dominate his actions and characterize all the transactions of 
his department. 

This spirit of honesty he will communicate to the members 
of his office force, and it will be felt in the very atmosphere 
of his institution. It is only on this basis of honesty that the 
inevitable clash of interests may be reconciled, and that the 
customer, the third person and the trustee may each be given 
his due, and may feel that perfect confidence and security that 
are the foundation stones of the trust business. 

Moreover, this attribute is not one for acclaim or advertis- 
ing or exhibition, but rather it is to be the casual, customary, 
ordinary and expected quality displayed in all the work and in 
every attitude of the trust company, and herein will be found 
the truest radiation of the influence, prestige and “punch” of 
the trust officer. 

Many things done by the corporate trustee are not the 
subject of inspection, criticism or audit. There is often dele- 
gated to the trustee the exercise of a wide discretion and un- 
controlled action. Sometimes a trustor leaves to the trustee 
important directions relative to his family and his fortune, 
and then goes on a journey from which he never returns. 
Business is transacted for infants, incompetents, and others, 
who, in the very nature of things are unable to check up or 
disapprove the acts done or the failures to do what ought to 
have been done. Human nature asserts itself in the weak- 
ness of officers and employees of a trust company as well as 
elsewhere, and times do come when there is a temptation to 
let down a bit and to follow lines of lesser resistance or 
courses of expediency, rather than to do battle for the full 
protection of a trust. 

In all these and many other cases the only sure and safe 
reliance of the shareholders, directors and customers is in a 
trust officer imbued with a nature and will to honesty, and 
possessed of the power to communicate his spirit to all in his 
realm of activity. That trust officers have in the past fully 
exemplified this virtue of honesty is demonstrated by the fact 
that we hear no charges or complaints of mismanagement, 
neglect or abuse of power by any of the existing trust com- 
panies, 

A trust officer should have an aptitude and instinct for 
business. His department is constantly engaged in business 
transactions on behalf of others who rely upon the judgment, 
wisdom and diligence of the trust company. Many of these 
transactions involve large operations, and are negotiated with 
men of experience who are shrewd and sagacious. All trans- 
actions of the trust company, whether large or small, should 
be handled prudently and intelligently. The character of 
business done by trust companies is of almost infinite variety, 
and while much of the active detail work is assigned by the 
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trust officer to assistants, each of whom is expert in his spe- 
cialty, yet the trust officer must have a general knowledge of 
all the business transacted by his department and he should 
possess the faculty of clearly grasping and quickly analyzing 
the problems presented, and of forming business-like con- 
clusions. This requires a mind with a decided propensity or 
bent for business. 

He must study and analyze business conditions throughout 
the country as well as the particular circumstances of the 
specific matters he has immediately in charge, and he can 
reach correct conclusions and properly serve his customers 
only by his power to understand and justly appraise the dif- 
ferent factors entering into his business problems. His 
ripened judgment, his practical turn of mind, his business acu- 
men and his faculty of keeping both feet firmly on the ground 
when others are floating in the clouds, will be appreciated by 
those men and women of large affairs who consult him, as 
well as by those many individuals who leave to him the di- 
rection of their concerns, and will contribute to the expansion 
and usefulness of his institution. 

A trust officer will find his measure taken and his ability 
tested daily in the management of property, the sale of trust 
assets, the investment of trust funds, the provisions for the 
well-being of beneficiaries, and the direction of the other busi- 
ness activities under his charge. His company will fail or 
succeed in its mission as he fails or succeeds in his office. 
The trust company too niggardly to pay a salary necessary to 
secure the services of a real business man for trust officer, 
or too indifferent to seek out and attach to itself such a man, 
is not deserving of the patronage of the people and is destined 
to failure in a field where success and honor are synonymous. 

It is important that a trust officer have a practical work- 
ing knowledge of the law. It is not essential that he be a 
member of the bar or experienced in the general practice of 
the law, although such experience is most desirable and will 
be found invaluable in his daily work. While it is true that 
many matters involving legal questions can be referred to 
lawyers for consideration and advice, and that all matters re- 
quiring extensive investigation of authorities, or litigation, or 
the management of controversies, should be sent to counsel 
outside the trust department; nevertheless, quéstions are con- 
stantly arising which bear a legal aspect, are entitled to prompt 
answers and should be decided by the trust officer. Most of 
these questions involve simple principles of law, or well under- 
stood rules of equity affecting trusts, or procedure in the 
courts of which the trust company is an officer, or business 
usages sanctioned by statute, and the trust officer should be 
equipped to decide them without the delays incident to the 
reference to outside counsel. 

The judicial temperament rather than that of the advocate 
or partisan should be cultivated by the trust officer. It is 
his province to know or ascertain the legal rights and duties 
involved in the many matters coming to him for decision or 
review rather than to seek the establishment of any particular 
rule that might be helpful or advantageous. It is his busi- 
ness to follow the law as he finds it and not to strive to 
change rules of action or to establish principles to apply to 
any particular person or situation. This distinguishes his 
work from that of a practicing lawyer. In his dealings with 
the legal profession, if he is a lawyer, he is conscious of the 
ethical principles governing its practice, he is able to under- 
stand the points involved in the different matters under con- 
sideration, and his mind follows the analysis of the legal 
questions submitted and the weighing of authorities. This 
strengthens his company both with tie lawyer, who is a valu- 
able and appreciated friend of the trust company, and with 
the customer, who desires a clear presentation of the matters 
which affect his trust business. Moreover, the trust officer 
finds it his duty and privilege to initiate trust business and to 
discuss with patrons the various forms of trust, testamentary 
plans, taxation, and the other intimate details of a peculiarly 
important and specialized business. This he cannot do unless 
he knows not only the business aspect but also the legal fea- 
tures of all the subjects of such discussion. The work of a 
trust company is an indissoluble compound of business and 
law, and those who seek to separate them are illy advised of 
the nature of the trust business and are very apt to meet 
with failure. 
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In some quarters complaint is made that a trust company 
should not practice law, and, indeed, a trust company should 
not practice law. It is not incorporated to do a law business, 
yut a trust business, it is not licensed as an attorney at law, 
but to act as executor, trustee and in other fiduciary capaci- 
ties, it does not hold itself as one who speaks or stands in 
the place of another but as one who acts for another in the 
administration of property and affairs. The lawyers properly 
have a monopoly of the business of appearing for others in 
court, of carrying on litigation for disputants and of ad- 
vising clients for compensation. The trust company has no 
monopoly of any kind and meets lawyers and other indi- 
viduals as competitors in every part of its chosen field. Cer- 
tainly no one can argue that a trust company is without right 
to employ attorneys to advise it or to employ officers who 
are conversant with the laws which govern and regulate its 
every act and enter into all its relations and dealings with 
its customers; and equally true it is that none should object 
because a trust officer knows somewhat of the one thing that 
all persons are presumed to know. If a trust officer knows 
the law, it would seem that he harms no man or class of 
men if he imparts that knowledge to those with whom he 
deals in his daily round of duty and to those who, by reason 
of their infancy, inexperience, incompetence or otherwise, 
are the rightful objects of his solicitude and care. To trans- 
act a trust business with due reference to the law and a clear 
understanding with customers of mutual rights, duties and 
responsibilities is not in any sense “practicing law,” and so 
long as freedom of speech is the right of such an officer his 
privilege in this respect should not and cannot be abridged. 
Happy and harmonious relations with the bar are desired and 
sedulously cultivated by every trust officer who is a practical 
lawyer, and he will scrupulously avoid any infringement upon 
the lawyer’s exclusive domain, but he will reserve to him- 
self the right to pursue his legitimate business in a reasonable 
and honorable way. 

Personality is a quality that should characterize a trust 
officer. One may be endowed with many splendid mental 
and moral attainments which dignify his personal character 
and make him a man of large merit, and yet for some reason 
be unable to impress a sense of his worth and ability upon 
those with whom he comes in contact. Such a failing is a 
decided handicap to a trust officer and will prevent him from 
realizing his laudable ambitions and will cost his company 
patronage and prestige. Men and women are impressed and 
won by a man whose open and frank nature is readily under- 
stood, and who makes them feel his strength, knowledge, 
sincerity and sympathy. Personality is an attribute quickly 
recognized and felt, but very difficult to define or explain. 
It lays hold of the attention and challenges the regard of 
the business world, and opens the way to that confidence and 
reliance that are the first steps toward procuring desirable trust 
business. It is no less valuable in holding the good-will and 
cooperative effort of trustors and beneficiaries. 

The trust officer has occasion to interview men and women 
of large means and sound judgment, who must be convinced 
of the value of the service he offers, he transacts business 
for and with many different kinds of customers; he repre- 
sents his company under favorable as well as trying condi- 
tions; he directs a large organization, and in these things as 
well as elsewhere, his strong personality will never fail to 
contribute to his power and usefulness. 

His human sympathy will impress and aid those he coun- 
sels and guides in their efforts to measure up to acceptable 
standards of conduct, kindness and benevolence, as well as 
those who are the victims of the tragedies of life. The 
widow and orphan, the bereaved and unfortunate, the impro- 
vident and afflicted, will trust and obey him. His sincerity 
will not be questioned, but will be the justification for the 
reliance and peace of mind of the members of that increas- 
ing trust family that lays upon his company their burdens 
and difficulties and fortunes, and the welfare and protection 
of loved ones. 

Last in the catalogue of essential qualifications of the 
trust officer is tact—the ability to do and say the right thin 
at the right time, the faculty of maintaining harmonious aad 
cordial personal relations amid the differences of opinion and 
unpleasant conflicts which are bound to occur, and the exer- 
cise of unfailing patience. The trust officer meets with all 
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the vagaries and perversities of human nature, encounters 
whims, oddities and eccentricities, listens to stories of wrongs, 
injuries and impositions, observes efforts to gain revenge and 
to vent malice, learns the miser’s greed for gold and the 
spendthrift’s indifference to his interests, and witnesses the 
display of the entire gamut of human strength and human 
weakness. His poise will keep him untouched and unin- 
fluenced by any of the baser and unworthy sentiments en- 
tertained by his customers and his patience will enable him 
to mitigate many asperities and to be genuinely helpful in 
the sphere of his labors. By his tact the trust officer will 
gain the personal friendship of his customers, will harmonize 
and keep happy the many members of his staff, and will pro- 
mote the dispatch of business and endear his institution to 
those who come into business relations with it. 

In conclusion, the trust department managed by an honest 
business man of legai training and possessing personality and 
tact, deserves to succeed and will be successful. It will be 
a credit to its community, a servant of the public good and 
an example to all other companies engaged in the trust 
business. 


PresipENT Hutpert: I want to personally thank you, 
Judge Hervey, for this splendid address. Every one of us 
has been benefited by it. It is such talks that make it worth 
while to take a long trip. 

We expected to have Henry M. Campbell with us today, 
Chairman of the Committee on Legislation, and Chairman of 
the Board of the Union Trust Company of Detroit. He is 
unable to be present, but he has sent his report on recent 
and current events at the national capitol of interest to trust 
companies, which I will ask Mr. Blair to read. 

Mr. Brarr: I will explain for Mr. Campbell that it was 
with a great deal of regret that he had to give up the trip. 


Recent and Current Events at the National 
Capitol, of Interest to Trust Companies 


HENRY M. CAMPBELL 


In recent years the field occupied by trust companies has 
been constantly expanding, until, in a broad sense, they and 
their clients are interested in almost every law and regula- 
tion affecting the general welfare. I do not intend, how- 
ever, in the few words I have to say to go outside of those 
matters which directly and immediately affect trust properties 
and their administration. 

It has been the aid and intention of the Legislative Com- 
mittee of the Trust Division, in cooperation with and sup- 
plementing the able work of the General Counsel of the 
Association in looking after legislative matters, to give spe- 
cial attention to such legislation as may affect trust business, 
and we have from time to time, made reports of our.activi- 
ties to the various meetings of the Trust Division. 

During the past year several bills have been introduced in 
Congress, but owing to the unprecedented congestion in both 
houses little progress has been made, and, except as questions 
may arise under the provisions of the Revenue Act, it is 
extremely improbable any particular measure will receive 
attention. The Revenue Act touches almost every phase of 
business and domestic life, and inevitably must affect trust 
properties in common with other properties of the com- 
munity. The banking interests, through committees and in- 
dividual effort have given much attention to the various 
provisions affecting them, all of which cannot be reviewed 
here. There are, however, two proposed amendments which 
the Legislative Committee believe should receive special at- 
tention. We have endeavored to secure a hearing upon these 
amendments, but have not been successful. We have, how- 
ever suggested certain changes hereafter referred to, and 
have submitted our views in briefs, which we trust may 
have some effect. This inability to secure a hearing is per- 
haps unavoidable. The multitude of conflicting political and 
business interests, many of them of unparalleled importance, 
make it impossible for all to be heard. 
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The two provisions of the Revenue Act above referred 
to, which particularly affect trust companies, are proposed 
amendments to sections 202 and 407 of the Revenue Act of 
1918. Section 203 of the new act amends Section 202 of 
the act of 1918, so as to provide that in the case of gifts 
made after December 31, 1920, the value, as a basis for taxa- 
tion in case of sale, shall be the cost to the donor or the 
last preceding owner by whom it was not acquired by gift, 
while in the case of bequests, devises and inheritances, the 
basis is the value at the time the bequests take effect. This 
distinction is illogical and unfair. There is no substantial 
reason for placing gifts inter vivos upon a different basis than 
gifts by will or in contemplation of death; to say nothing of 
the embarrassments and practical difficulties of determining 
the cost of a gift to the donor or the last preceding owner 
by whom it was not acquired by gift. Some academic theorist 
must have devised this scheme. 
There are several objections to the proposed rule: 


Sentimental reasons alone are sufficient to justify fixing. 


the value of the property at the time the gift is received as 
the basis for ascertaining the gain or loss, in case of sale. 
The significance of the gift is lost if it must be accepted sub- 
ject to the requirement that the donee must ascertain the 
cost and in case of sale must pay a tax upon the basis of 
what the gift cost the donor or the last preceding owner by 
whom it was not acquired by gift. If a father, because of 
love and affection, gives his daughter property worth $10,000, 
which cost the father $1,000 twenty-five years before, the 
daughter does not get $10,000, but after a sale only so much 
as remains after paying a tax upon the value of the property 
above what it cost or what it may be estimated to have been 
March, 1913. The spirit of the gift is destroyed. The gener- 
osity of the donor is converted into a quasi commercial trans- 
action, in order that the government may get a little more 
money. The operation of the Revenue Act is sufficiently 
drastic, without discouraging the natural instincts for gener- 
osity. The injection into the law of a little human sympathy 
will do no harm. 

Again the difficulty of determining the cost of the gift to 
the donor or the last preceding owner by whom it was not 
acquired by gift is also likely in many cases to be insur- 
mountable. Included in the gifts subject to the act are heir- 
looms, books and manuscripts, works of art, cherished house- 
hold belongings, Christmas gifts, wedding presents and many 
other things whose value lies chiefly in the sentiment at- 
tached to them. Imagine the recipients of a wedding present 
replying to the donor: “We gratefully acknowledge acceptance 
of your gift provided you furnish us with a certified state- 
ment of its cost.” 

Another interesting illustration of how the law might 
operate. A sword once owned by Lafayette was given by 
him to a distinguished member of a prominent Virginian 
family. The sword has been handed down from father to 
son for more than one hundred years. The present owner has 
been offered a fabulous price for it, but he has refused#to 
part with it. But suppose that poverty or misfortune com- 
pelled the owner to sell the sword, what value would be 
taken as the basis for the tax? Would it be the cost to 
Lafayette, provided that it could be shown that he paid for it? 

There is also grave doubt as to the validity of the provi- 
sion authorizing the commissioner to fix the value, in the 
absence of all information available for that purpose. In a 
case where the cost to the donor is unknown, as well as the 
time when the property was acquired, and it is also unknown 
whether the donor acquired the property by gift or pur- 
chase, the action of the commissioner in fixing a value would 
be a mere guess and purely arbitrary. The government can- 
not exact a tax fixed with no knowledge of the facts and 
without a hearing. Such action is not due process. 

There has been some apprehension on the part of the 
trust companies—and there is ground for the apprehension— 
that the word “gift” as used in the Revenue Act might be 
construed to include what are genera!ly known as voluntary 
or living trusts. The voluntary or living trust, so-called, has, 
in recent years, proved to be one of the most valuable and 
satisfactory methods yet devised for the care and protection 
of the interests of persons who, for any reason, cannot or 
do not desire to administer their own property. Frequently 
the trust is primarily for the benefit of the donor. The 
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voluntary trust is not a gift, but is more of the nature of a 
transfer under a general appointment, or in contemplation of 
death, such as is specified in (c) and (e) of Sec. 402, Revenue 
Act of 1918. In these cases, as well as in the case of trans- 
fer by bequest, etc., the basis for the tax is the value at the 
time of acquisition of the property. The reason for this pro- 
vision applies with equal force in the case of property ac- 
quired under a voluntary trust. If the provisions ‘of the 
proposed amendment respecting gifts include voluntary trusts, 
the inevitable result must be to discourage, if not to prohibit, 
the acceptance of such trusts by trust companies. The prac- 
tical difficulties in complying with the requirements of the 
act are too serious and the penalties for failure to live up 
to the act are too drastic to justify a trust company repre- 
senting many interests in a fiduciary capacity, incurring the 
risk. Congress probably did not intend to include voluntary 
trusts in the category of gifts, but as doubt has arisen the 
amendment should be modified so as to remove all ambiguity. 

The other point to which special attention should be 
called is the proposed amendment of Section 407. This amend- 
ment relates to the determination of the value of the estate 
of a deceased person as a basis for assessing the inheritance 
tax. As the law now stands, after a valuation has been 
reached, the tax fixed and paid and the estate distributed, an 
additional return may be called for, a new appraisement made 
and an additional tax assessed, for the payment of which the 
executor and the distributees are all liable. Much hardship 
and injustice have resulted from enforcing this law, and the 
proposed amendment is offered as a remedy. It provides that 
upon the executor filing a proper report and paying the tax, 
he is relieved from further personal liability. This is good: 
as far as it goes, but there are others interested in the 
prompt and final closing of the estate. The heirs and dis- 
tributees are entitled to know, without unnecessary delay 
what taxes they are called upon to pay before they enter upon 
the enjoyment of their inheritance. In the absence of fraud 
or concealment, the first valuation is quite as likely to be 
fair and reasonable as a later one. This is particularly true 
in communities where property values are rapidly increas- 
ing. A subsequent valuation—unconsciously perhaps and in 
good faith on the part of the appraiser—is quite likely to 
be affected by the increased value resulting’ in an increase 
over what it really was at the time of death. 

There is no reason why a valuation cannot be arrived at 
by agreement with the commissioner and in case of disagree- 
ment, by the United States Court; such determination to be 
final and conclusive on all parties. 

I have no doubt that Congress wishes to be fair, but the 
difficuity lies in securing the necessary attention to matters 
which, while important in themselves, do not stand out as 
conspicuously as the major questions which are likely to 
occupy the attention of Congress, to the exclusion of every- 
thing else. 

Whatever can be done by any of the members of the As- 
sociation to assist in bringing about the changes suggested 
will confer a benefit upon all. 


Preswent Hutsert: We are all familiar With the splendid 
work that has been done by Mr. Sisson in organizing and 
carrying on the national publicity campaign, and I am very 
glad now to be able to introduce to you Mr. Sisson. (Ap- 
plause.) 


The National Publicity Campaign 
FRANCIS H. SISSON 


Fortunately for you and for me, the report of the com- 
mittee can be made very briefly today, because it has all been 
printed, and is in the shape of exhibits, which no doubt most 
of you have seen, but, if not, they are avai‘able to you at any 
time. It has been summarized in this last pamphlet which 
we have issued, entitled, “The 1921 National Publicity Cam- 
paign,” and there you may see the exhibit of the thing itself, 
some measure of the results attained, and a forecast of the 
future, in so far as we have been able to offer it to you. 
If any of you have not seen this pamphlet, I hope you will 
take the oportunity that is offered to get a copy. 
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Now, we have also copies of the bulletins that have been 
issued during the year, eight in all, which I think in con- 
densed form have presented the story of the trust companies’ 
appeal for new business as effectively as anything we have 
been able to get out, either individually or collectively; and 
they also are available to any of you who have not seen them, 
and I hope have proven profitable to those of you who have. 

Our little booklet, “Safeguarding Your Family’s Future,” 
which was issued early in the year, is doubtless familiar to 
you all; but, if not, that is also available. 

We have recently sent out a letter, in which, under the 
authority of the Executive Committee, we have suggested 
the scope of the campaign for the next year, and to that we 
ask your earnest attention and consideration, because that is 
a question which we are facing today collectively. With 
that letter, has gone a subscription blank, in which we have 
asked for subscriptions from the trust companies on the basis 
of 1/100th of 1 per cent. of the combined capital, surplus, 
and undivided profits of the subscribing company, but no 
subscription to be less than $25. We hope, by reason of the 
success achieved during the past year in our initial campaign, 
although we had to feel our way for a time, and had to com- 
promise between the large and small, and the east and west, 
and those who knew and those who did not, that we have 
to some extent justified a continuance of the campaign on a 
larger scale, perhaps, than last year. Last year, we had sub- 
scribed altogether about $65,000, and of that amount there 
now remains about $6,000 unexpended, which is in process 
of expenditure during the concluding months of this calen- 
dar year. It is our hope that we can get more subscribers 
this next year, and a larger sum, for a better and more 
effective campaign. About 700 trust companies in all sub- 
scribed for this year’s campaign. If we can get 1,000 sub- 


scribers this year to subscribe $100,000, we can, through the 
national media we have used, and others, impress the merits 
of the trust companies upon the very large audience that is 
willing to hear it and respond to it, very much more effec- 
tively than we did this last year and very much more profit- 


ably in every way. That is our aim, and I hope that the 
success we have achieved in the way of actual results, in 
the way of public comment, in the way of good-will created 
during the past year has justified an enlargement of the cam- 
paign along these lines next year. 

I appreciate that there are logical criticisms of some of 
the things we have done. Some of it has been experimental, 
and some of it not as resultful as we would wish, but from 
the hundreds and hundreds of letters we have had, from the 
direct testimony of scores of our trust companies, of actual 
results secured, from the reflection we have had in financial 
and daily newspaper press of kindly good-will that has been 
created, we have no doubt in our own minds as surveyors 
of the situation that the expenditure of this money is much 
more than justified. You know as well as I, or better, that 
we have only scratched the surfacé of fiduciary service in 
the United States. Very few people understand it, and very 
few people know what it can do for them and be to them, 
and the only way they are going to know it is by our carry- 
ing the message to them. 

Now, there are many ways of carrying that message. It 
is carried by you men individually in your own communities; 
it is carried in some instances collectively, effectively, as in 
New Orleans and some other cities. But back of it all, I 
believe we should have a continuous national campaign of 
either this sort or something better, which will give the back- 
ground upon which we can build our own institutions in 
their business getting activities more effectively. 

If there is any question in the mind of any of you in rela- 
tion to this campaign which is unanswered, if there are any 
doubts about its utility and its serviceableness to the trust 
companies as a whole, your committee would be delighted 
to hear those questions and to have expressed to them those 
doubts, in order to answer them, if possible and, if not, to 
profit by them; because we have no thought here, other than 
to serve the interests of the trust companies of the United 
States as effectively as lies within our powers of conception 
and execution. 

Now, that is the story as we have to present it. I feel that 
we have not only a great opportunity, a distinct money mak- 
ing opportunity because we, no more than others, want to 
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continue to drop our buckets into empty wells, and we do not 
want to spend our money in any sort of activity that is not 
sooner or later reflected on the right side of the ledger, but 
I believe we have a.so a very distinct field of service in 
telling the American people how these important interests in 
their lives can be safeguarded and protected and executed by 
the efficient trust companies of the country. There may come 
a day when other organizations can do it as well as we, but 
certainly that day has not yet arrived, and I believe we have 
not only an opportunity but a duty to the communities in 
which we live, to the American people as a whole, to carry 
this message to them in such an appealing form that they will 
respond to it and we will profit by it. 

It is our aim this year to make our advertising very human 
and very personal in its appeal, and to relate a series of 
personal incidents which have come to the knowledge of trust 
company officers, in which the great value of trust company 
service is illustrated more effectively than it would be in any 
general or abstract article. The first advertisement of that 
series is appearing in the magazines of this month. The next 
one will appear next month. We have already on hand a 
series of personal experiences and incidents which can be told 
in narrative form, which I am sure will be of very great in- 
terest to the reading public and will have a very wide appeal. 
Next month, for instance, we have a story of an estate in 
which we quote directly from the court records an indorse- 
ment of trust company service that will be most valuable. 
That is the basis upon which we are proceeding. In the first 
year we had to lay some foundation stones in the way of 
general statements, but we purpose now to go on to the re- 
lation of these concrete instances of trust company service 
and fiduciary service, which we believe will do more to actually 
take the message home than any other appeal that we can 
make. And so your committee, in the fullness of its experi- 
ences, and in its judgment as trust. company officers, feels it 
is warranted in asking the support of the Trust Company Divi- 
sion for a continuation of this campaign, and, if possible, even 
larger support than we have received during the past year. 
I am sure it will be of value to the companies we serve, and 
of value to the people that we serve also. 

I do not want to go into any extended discussion of it 
further than that, because the matter has been so fully 
covered in our bulletins and in our printed summary, which I 
hope you will take the time to read. If then you have any 
reactions which we have not already heard from, we shall be 
at your service at any time. We do not assume either ultimate 
or complete wisdom about advertising, because I have lived 
long enough and worked long enough at that particular end of 
the fiscal and fiduciary business to realize there is not any final 
answer. But feeling our way, and profiting by the experience 
of ourselves and others, we intend, if possible, to continue 
this campaign along lines which we are confident will be 
profitable to all concerned, and which we hope will reflect 
credit upon the trust companies as a whole, and will cause 
a sense of pride and satisfaction to you all. If we fail to do 
that, the failure has been on the part of your committee, and 
not on the part of the cause we represent or of the opportu- 


“nity presented. 


With that brief statement, I want to leave the matter in 
your hands, but with the very serious hope that, representing, 
as I do, a trust company which contributed the largest amount 
of any trust company in the country to this particular fund, 
that it is a thing that we can continue today profitably, and a 
thing for which we can honestly and enthusiastically ask 
your cordial support. (Applause.) 


PRESIDENT HuuBert: The thanks of this Division are due 
to Mr. Sisson and his committee for the splendid work they 
are doing, and I sincerely hope they will get all the financial 
backing they need. What they are doing benefits every trust 
company that is doing business in the United States. 

The next item on the program is an address on Investments 
by Joseph N. Babcock, President of the New York City 
Association of Trust Companies and Banks in their fiduciary 
capacities and Vice President of the Equitable Trust Com- 
pauy of New York. (Applause.) 


‘BY 
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Investments 
JOSEPH N. BABCOCK 


The unprecedented changes in economic conditions through- 
out the world which have been brought about by the great 
war and its aftermath of political, social and financial un- 
settlement, have directed public attention more than ever be- 
fore to the important relation which the underlying factors 
of currency and credit bear to the industrial and financial wel- 
fare of the Nation. 


The stupendous rise in the prices of commodities in this 
country which, according to the index numbers of the Bureau 
of Labor Statistics for wholesale prices, rose from 100 in 
1913 to 272 in May, 1920, although it was but an acce eration of 
a movement begun as far back as 1896, is now generally recog- 
nized as in a large measure attributable to a great increase 
in the amount of money in circulation, caused in the first 
place before our entry into the war, by the receipt of large 
amounts of gold from abroad and afterwards by an inflation 
of our currency and circulating bank credit arising from the 
methods employed to finance our participation in the conflict. 
The sharp fall of prices since the summer of 1920 and the 
present stagnation of business is also understood to be attri- 
butable in a corresponding measure to the post war defla- 
tion of the currency and restriction of banking credits. 


The same underlying and fundamental causes which gov- 
have also their reaction on security values and the yield from 
ern the prices of commodities and affect business conditions 
investments. 


It seems desirable therefore that we should study the re- 
lation of prices of securities and interest rates on invested 
capital to the fundamental factors of the money situation and 
that we should examine the probab'e effect of present world 
wide conditions on the future course of security values and 
the yield therefrom., 

In the broad sense, the ownership of anything of value 
may, under certain circumstances, be termed an investment. 
For the purposes of the present survey, however, I shall use 
the words only in its restricted meaning of a negotiable instru- 
ment, either representing a preferred interest in the assets 
and earnings of a corporation, or evidencing an obligation for 
the payment of money at a future date and for the payment in 
the meantime of a fixed rate of interest thereon. 

Investments are selected with the object of obtaining the 
three prime requisites of yield, safety and marketability in 
the proportions most suited in the mind of the investor to 
his own particular case. 

Yield is the price paid for capital and is influenced in 
each case by the varying factors of safety and marketability. 
The price of capital, however, is primarily fixed by the laws 
of supply and demand. As this price is in a continuous state 
of flux all investments with a fixed rate of return rise or fall 
in market value according to the relation of their fixed rate 
to the current rate of capital. 

It is often stated that the volume of money in its vari- 
ous forms fixes the yield on investments and that any inflation 
of the money supply causes a rise in bond yields as well as in 
commodity prices. In my opinion, however, this is only rel- 
atively true. 

What really happens, it seems to me, is that a rise, from 
whatever cause, in commodity prices, stimulates business; ad- 
ditional facilities for production become necessary; new enter- 
prises are undertaken; and more capital is required to finance 
the expansion. 

The increased demand for capital raises the price that will 
be paid for it, that is to say the interest rate thereon. Con- 
vérsely, falling prices restrict trade, inventories are reduced, 
expenses cut down, and capital slowly accumulates and is 
withdrawn for other investment. The increased supply and 
lessened demand naturally result in reduced interest rates 
or yields. 

There is, moreover, another element in the situation which 
is extremely important but is often overlooked or ignored. 
That element is the value of money—which is expressed by 
its purchasing power, and is evidenced by the price of com- 
modities. As capital is invested in the form of money and 
is recovered in the same form either by sale of the in- 
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vestment or by the maturity of the obligation, the relative 
purchasing power of the dollar when the investment is made 
and the purchasing power of the same dollar when it comes 
back into the hands of the investor is a very important factor 
in the situation. 

Speaking generally, if interest rates are rising, the mar- 
ket values of outstanding securities with fixed rates of in- 
terest or dividend are falling and investments must be car- 
ried through to maturity to prevent loss of Principal, in 
which case advantage cannot be taken of the rising interest 
rate. If interest rates are falling, investments can be sold at 
a profit but the proceeds can only be reinvested to yield the 
same relative return as and when sold. 

If investments are held to maturity and the capital re- 
turned is reinvested there is no loss in value of principal, be- 
cause capital is not money so long as it is held for productive 
investment, though expressed in terms of money, but if capi- 
tal is withdrawn from investment and spent as money then 
its decreased value is shown in loss of purchasing power. 

About the time of the formation of this division of the 
American Bankers Association, formerly the Trust Company 
Section, whose twenty-fifth anniversary we are celebrating to- 
day, there began a very marked change in the trend of com- 
modity prices, the general level of values of investment se- 
curities and the income return therefrom. 

For many years previous to this time, in fact for a 
period going back practically to the close of the Civil War, 
commodity prices had been falling, the return on invested 
capital had been growing less and the market value of in- 
vestments carrying a fixed rate of interest had been corre- 
spondingly increasing. 

It was an era which particularly favored the creditor 
classes. Those who had money to loan or capital to invest 
in obligations bearing a fixed rate of interest and payable at 
a future date, found that every time their interest was paid 
or their capital returned to them at maturity, the amount 
received, on account of the continuing price decline, would 
buy thore in commodities than before, while the advancing 
value of investments made it possible to take profits on them 
practically at will. 

While the advantages of this situation were not generally 
understood, even by investors themselves, a dim perception of 
the favorable position of the investing classes seems to have 
permeated the minds of the masses, and there was at times 
a feeling of bitterness between labor and capital. 

During this period the terth “bloated bondholder” first 
came into the vernacular, and many unscientific and ill-con- 
sidered remedies for the cure of social ills and the material 
an of the farming and laboring classes were pre- 
sented. 

Near the close of this period the “Populist” movement 
had its brief career, while the Democratic party espoused the 
cause of bimetalism and free silver, for the purpose of in- 
creasing the supply of money, raising prices, stimulating busi- 
ness and increasing wages and William Jennings Bryan, ex- 
pressing the enmity of labor to capital in the celebrated 
“Cross of Gold and Crown of Thorns” speech, became there- 
by the candidate of that party for President. 

Since 1896, however, we have seen the other side of the 
picture. Whether because the currency and credit inflation 
of the Civil War period had been finally eliminated (Re- 
sumption of Specie payments was accomplished in 1879) : 
whether the discovery of gold in the Transvaal had in- 
creased the worlds supply of the yellow metal and a grow- 
ing use of currency and circulating bank credit had made a 
relative increase in the supply of: money and had thus re- 
duced the purchasing power of the dollar; at any rate about 
the year 1896 conditions changed and the slow ascent of 
prices began which, rapidly accelerated by the inflation and 
general economic disturbance of the war period, reached 
the highest level in history in the Spring of 1920. It should 
be noted, however, that the rise of commodity prices was 
not fol'owed directly by increasing bond yields. As a mat- 
ter of fact the low point in the yield on highest grade rail- 
road bonds was attained in 1902, when the average yield was 
about 3.85 per cent. 

During this period the investing classes have been at as 
great a disadvantage as they previously were in a favorable 
position. Making their investments when the purchasing 
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power of the dollar was relatively high and when the price of 
capital as shown by the interest rate was relatively low, 
the gradual rise in prices of commodities was reflected in 
an increasing demand for capital that brought about in- 
creases in the income yield offered for new funds, which in 
turn was reflected in a fall in market value of outstanding 
investments of a fixed income return. If investments were 
held to maturity the amount received could, of course, be 
reinvested at better rates, but if required for other purposes 
it had suffered a tremendous loss of purchasing power. It 
is estimated that the dollar at its lowest point. would buy 
only about 35 per cent. as much as the dollar of 1896. A 
single instance will be sufficient to show the extent of the 
loss in value of principal involved in an investment made 
during the period in question. Three per cent. bonds of the 
state of New York due in 1956, probably considered at that 
time as the safest and most_ stable investment possible to 
obtain, sold in 1906 on a 2.70 per cent. basis. The same 
bond today sells on a 4.70 per cent. basis, although it is now 
exempt from both state and Federal income taxes, which 
were not in existence at the earlier date. 

If sold today the loss in principal would be approximately 
35 per cent. If carried to maturity the loss in income or 
yield, assuming that the price of capital does not change, 
would be 2 per cent. per annum or 70 per cent. in the thirty- 
five years the bond has still to run. In view of the present 
decrease in the purchasing power of the income, this loss 
may be relatively much greater. 

The unfortunate position of the investor during a period 
of rising prices, however, is far more conclusively, and as 
one may say, dramatically, shown by conditions in the prin- 
cipal European countries which were engaged in the world 
war, 2 in which the investing classes have been practically 
ruine 

In Austria, for instance, one typical example will glar- 
ingly illustrate the situation. In Vienna, one of the most 
delightful cities of Europe, a family could live before the 
war in_perfect comfort on an income of 10, crowns a 
year. Today, according to a list of prices published recently 
in a Vienna newspaper the price of a ready-made suit of 
clothes of moderate quality is 8,000 crowns. 

In Germany, the situation is similar, although of course 
not quite so bad. 

In France, the position of the unfortunate holders of pre- 
war securities, is quite pitiful, although with characteristic 
courage and Gallic wit, they jokingly refer to themselves as 
the “Nouveaux Pauvres,” the new poor. 

Even in England which economically suffered less from 
the war than any of the other belligerents except ourselves, 
the yield from the great pre-war fortunes, when further de- 
pleted by the enormous income taxes, is no longer sufficient 
to maintain mansions and estates which have been in the 
same families for centuries and they.are rapidly passing into 
the hands of new owners, whose fortunes were more recently 
made and are less exposed to loss by reason of the depre- 
ciating value of money and the rise in interest rates. 

During this period of rising prices, however, when as I 
have pointed out, the investor in obligations bearing a fixed 
rate of interest has been at a marked disadvantage, and 
without considering the violent realignment of economic con- 
ditions caused by the war, there was a great expansion in 
the industrial and commercial life of the world. Under the 
quickening influence of rising prices manufacture and trade 
were stimulated, new enterprises were undertaken, and many 
new inventions for the saving of labor, the increase of pro- 
duction and the reduction of costs, were made. Through con- 
solidations and mergers, business was done in larger units 
and with greater capital, and through the opportunities thus 
provided, many methods of reducing prices by utilization of 
by-products were discovered, while overhead costs were re- 
duced through increased output. 

It might perhaps have been expected that this remarkable 
industrial development would have brought about a reduc- 
tion in prices and in the cost of living, which however con- 
tinued to rise. It is probable, indeed, that it acted as a 
brake and prevented a more rapid ascent of prices, at least 
up to the outbreak of the war.. 

The reason why it was not more fully effective, will prob- 
ably be found in an increased demand for commodities aris- 


November, .1921 


ing from improved standards of living on the part of the 
industrial populations of the world, and probably also from 
a certain amount of currency and credit inflation due to an 
increased production of gold and a more general and effec- 
tive use of credit instruments. 

Generally speaking, the opportunities of this period were 
with the capitalist adventurer, who with vision and courage 
undertook the risks of -business enterprise, rather than with 
the capitalist creditor, who, timidly demanding his fixed re- 
turn, saw the market value of his securities diminishing: day 
by day and the avails of his investments steadily decreasing 
in purchasing power. 

But that era, which we may well call “The Era of Infla- 
tion and Expansion,” was in all probability definitely closed 
with the peak of high prices in the early part of last year, 

Like all movements which affect and are participated in 
by large numbers of people, the rising tide of prices had 
by its own momentum reached a level at which it was un- 
supported by the underlying economic conditions of the 
world at peace. 

The threat of deflation, restriction of credit and a buyers’ 
strike against prices which people had come to believe were 
unnecessarily high, brought about a reaction which rapidly 
gained momentum in the reverse direction, and has brought 
the general level of prices well towards the pre-war basis 
and in some instances even below it. 

As might have been expected, the process of deflation has 
been accompanied by great disturbance of business, restric- 
tion of production (to the extent it is reported of 5,000,000 
men out of work) and a substantial rise in the market value 
of high grade bonds. 

What shall we say of the future? 

Are the conditions of the period following the Civil War 
to be repeated or can such deflation as is still necessary be 
accomplished within a reasonable period and prices stabilized 
on a level which will stimulate trade and commerce, attract 
capital into business, allow fair wages to labor and enable 
the orderly resumption of our economic life on the basis of 
national prosperity and fair reward to private effort? 

After the Civil War this country was a debtor nation, ex- 
hausted by four years of internecine strife and with a large 
section of its territory ruined by destruction of property and 
disorganization of its labor supply. It was suffering from 
all the evils of currency inflation and gold was at a high 
premium. Under these circumstances, it was forced to de- 
pend largely upon the surplus capital of the old world to 
revive its industries, build its railroads, develop its resources 
and start it anew on the path of prosperity and national wel- 
fare. (I might remark incidentally, that Europe profited 
largely on the capital invested in this country during the 
years following the Civil War.) 

Today we have changed from a debtor nation to a creditor 
nation to which Europe owes on balance sixteen or seventeen 
billions of dollars. While the World War probably cost us 
more proportionately than our own Civil War, we suffered 
comparatively little destruction of property and loss of life. 
Every dollar of our currency today is worth its face value in 
gold, which unfortunately cannot be said of the monetary unit 
of the principal foreign nations. We also hold at present more 
than one-third of all the gold in the world. We have in 
addition an infinitely better currency and banking system than 
we had in 1865. 

In short, we stand today the richest and most favored na- 
tion in the world. But the day has passed, if it ever existed in 
modern times, when any nation could be considered by itself 
alone. International trade and finance have indissolubly 
linked the nations of the world together and the economic 
prosperity of the United States today is largely dependent on 
the reestablishment of stable conditions and the settlement of 
the many problems, political, social and economic, which now 
confront the peoples and the governments of the old world. 

When such stable conditions will be established, when the 
many difficult questions now confronting Europe will be ad- 
justed, | do not pretend even to guess. It would seem, how- 
ever, that the history of the three years since the armistice 
has demonstrated one thing unmistakably, and that is that the 
theories of Bolshevism have taken small hold on the rest of 
the people of Europe and are in a fair way to be entirely dis- 
credited by the Russians themselves. 


| 
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The institutions of private property, popular government 
and a financial system based on the gold standard still endure. 
Europe will in time put its house in order and will bring its 
currency into a safer relation to its gold base, by deflation 
where it can, by debasing its coinage where it must, by repu- 
diation where no other way remains. 

For this country, the problem of our present prosperity 
seems to be largely involved in the export of our surplus 
production. 

Let us be frank. The monies:of Europe, as enormously 
depreciated as they are, in relation to gold and to their pre- 
war value in terms of commodities and labor, will still buy 
more at home than abroad. Take Germany for example. The 
rise in prices of commodities and labor since the outbreak of 
the war, according to the latest information, is on the average 
about one to ten. That is to say, the purchasing power of 
the paper mark today is about one-tenth of its pre-war level. 

Its exchange value, however, in our money is only about 
one cent or one-twenty-fourth of its value before the war. 
Since I left New York I understand there has been a further 
fall in the German mark. It is only worth about three- 
fourths of a cent, which would bring it to about one-thirty- 
second of its pre-war value. There probably has also been a 
further fall in the value at home, to correspond. We must 
admit then that the impoverished nations of Europe are not 
in a favorable position to buy in our market. 

Their depreciated currencies dwindle to almost nothing 
when offered in payment over the American counter. Besides 
a country with an inflated currency can only work out its 
salvation by exporting as much as possible and importing as 
little as possible. Only the excess of exports over imports 
is capable of procuring the gold that is so sorely needed to 
bring their currencies into some stable relation to their gold 
bases. 

The same conditions moreover that make it difficult for 
these countries to buy abroad, give them a great advantage in 
exporting their surplus production, and enable them to under- 
sell in the market places of the world countries like our own 
“blessed” if we may call it so, with currencies which are on a 
par with gold. 

Economic conditions throughout the world, however, are 
in very much of a transition state. It is probable that the 
variations in the exchange and domestic values of foreign 
currencies, of which I speak, and which are of course largely 
due. to lower standards of living in the countries referred to 
may be more or less temporary. 

The world grows smaller year by year, as the means and 
speed of communication increases, and we learn to know each 
other better. 

Conditions, be they economic, social, or political, tend to 
take on a more or less uniform aspect in countries whose de- 
grees of civilization and advancement are equal. Germany 
now is able to undersell the United States because her cost 
of production is lower than ours. It is probable however that 
as time goes on there will be an equalization of production 
costs in the two countries which will make it more difficult 
for one to undersell the other. 

In the meantime let us remember that the American indus- 
trial worker is the most efficient in the world, that the inven- 
tive genius of the American people is superior to that of any 
other nation, that the United States today the richest country 
and principal creditor nation of the world is in a position to 
support its foreign trade and commerce by a judicious use of 
its financial resources and the investing power of its people. 

Great Britain’s might as an exporting nation may to a 
great degree be ascribed to the fact that the British investor 
has for many years put his money to the service of foreign 
enterprise. In doing so, he not only got a handsome return 
in the shape of a yield substantially higher than the yield of 
British securities, but the funds he thus provided were used 
to buy British products. 

Incidentally I might say that England seems very much 
determined as recent flotations of foreign securities in London 
show, not to give up a policy to which in pre-war days she has 
owed her financial and business supremacy. What England 
has done, we also can do. 

It is true that our people are unaccustomed to foreign in- 
vestment and are doubtful of the solvency and political stabil- 
ity of some at least of the foreign governments and peoples. 
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As the nations progress towards political permanency and 
financial and commercial stability, however, increased confi- 
dence in the essential probity of the foreigner and in his abil- 
ity to pay his obligations at maturity will be engendered, and 
in time, no doubt, foreign investments on which the yield 
for many years will probably be relatively high will win the 
favor of investors. 

But the future in the lap of the gods. At this time it 
appears to be impossible to forecast the outcome of the many 
conflicting constituents of the economic situation throughout 
the world or of their reaction on the general prosperity and 
welfare of the country. 

From the investment standpoint purely, however, it would 
seem that present conditions more nearly approximate those 
of the period following the Civil War than they do those of 
the years preceding the great conflict. 

The world’s stock of gold, although its capacity as a mea- 
sure of value may be. supplemented by improvements in the 
banking system of other countries as it has been in our own, 
and by an increased use of credit instruments, is still not ade- 
quate to maintain on a gold basis throughout the world, a 
level of prices as high on the average as now exists. Is it 
not likely then that during the period of readjustment, this 
country will feel the repercussion of the general situation 
which must be reflected in an enforced recession in our indus- 
trial activities? If our answer is in the affirmative, it is 
during such a period that we shall see low prices in money 
and higher prices for investment securities. 

While the demand for new capital from abroad may result 
for a time in sustaining a relatively high interest rate, it seems 
probable then that in the long run, the yield from investments 
will accompany the prices of commodities in a downward 
trend, and that the purchaser of high grade investment se- 
curities either domestic or foreign will for some time to come 
enjoy a high yield and a rising market value, while he may 
expect that the avails of his investment measured by the 
prices of commodities will suffer no loss and may perhaps even 
gain in purchasing power. 


PRESIDENT HutBert: We have one more number on our 
program. It is the report of the Chairman of the Committee 
on Protective Laws. Mr. Prince is not present, and I will 
ask J. H. Coverley, of Los Angeles, a member of this com- 
mittee, if he will make the report. 

Mr. CoverteEy: The work of this Committee is pretty 
tedious, and I am going to read the report. I will state 
in brief the activities of the committee for the year, and be 
through in three or four minutes. 


The committee consists of seven, and we divided the 
United States into six or seven districts, and each committee- 
man has a district to watch. 

This year forty-five legislatures met, forty-three of them 
in January and February and March, and two of them later 
in the year. In nearly all the legislatures bills were presented 
which affected banks and trust companies, and as soon as they 
were discovered, they were reported to headquarters, and if 
there was anything that needed attention the state association 
or the national association, or some one, was advised to get 
busy and take care of it. Everything proceeded satisfactorily 
in all of the states except California, Massachusetts, Pennsyl- 
vania, and possibly Connecticut. In California, as you per- 
haps all know, the legislature passed a bill which was aimed 
at trust companies, under the head of a bill designated to 
regulate the practice of law. It is now held up by a referen- 
dum. Pennsylvania is attempting to codify their entire bank- 
ing laws and the laws as to trust companies. They were not 
able to agree on it and get it done this year, and it will prob- 
ably be completed two years from now. Texas has very poor 
laws regarding trust companies. They are enabled to incor- 
porate a trust company over night and put it behind a cheap 
oil scheme and sell stock in the name of the trust company. 
I think it should be the duty of this Division to go into Texas 
next year and see if you cannot benefit the whole Trust Sec- 
tion by getting some good trust laws in Texas. 


That is our job, Mr. Coverley. 


PRESIDENT HULBERT: 


Mr. Covertey: Thank you. Massachusetts, so far as we 
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can tell, needs the same kind of treatment. They apparently 
are able to do a trust business there without proper regula- 
tion, and you all read of the Ponzi scheme and the failures 
of certain trust companies. Outside of that, the local state 
organizations were able to take care of all measures that ap- 
peared before the various legislatures, and were able to get 
through beneficial measures which we desired. Thank you. 

PRESIDENT HULBERT: We all appreciate the valuable work 
done by this committee in this matter of straightening out 
things in Massachusetts. 


Report of the Committee on Protective Laws 
NATHAN D. PRINCE, Chairman 


On account of the meeting of forty-five state legislatures, 
the report of your Committee on Protective Laws, if given 
in its entirety would encroach unduly upon your time and 
patience. It shall be the endeavor, therefore, to cover as 
briefly as possible legislative activities in the different states. 
Forty-three of the forty-five state legislatures began their 
session in January, February and March of the present year. 
Florida opened session on April 5 and Georgia on June 22. 

There has been no deviation from the method adopted by 
the former chairman of the committee, Theodore G. Smith, in 
conducting our. work this year. Each member of the Com- 
mittee has been assigned certain states located as near as 
possible to the one in which he resides, and he in turn has 
worked through the state vice-president and the Committee 
on State Legislation of the American Bankers Association. 
There has been no conflict of interests in this method of 
operation. Prior to the opening of the legislatures in the 
different states, a letter containing instructions was sent to 
each state vice president requesting him to work through 
the Committee on State Legisiation and the member of the 
Committee on Protective Laws, Trust Company Division, as- 
signed to his state. Special attention was directed to the 
possibility of bills appearing in the various state legislatures 
defining the so-called “Practice of Law” by laymen and lay 
agencies. 

The chairman last year reported many legislative oddities 
having been introduced, but we will not surrender to him 
any honor in this respect as the present year’s crop of bills 
has brought to life many of this character. A large number, 
however, we are glad to report, died in transit or in com- 
mittee. 

The report by states follows: 


ALASKA 
No report. 


ARIZONA 


Reported that no legislation was passed that would in 
any way affect trust business, but stated an attorney, em- 
ployed by the Arizona Bankers Association, is drawing a 
banking code, which, when completed, will doubtless be in- 
troduced at the next succeeding legislature. 


ARKANSAS 
No report. 


CALIFORNIA 


A bitter fight between trust companies and lawyers devel- 
oped in this state. The enmity of lawyers was intensified 
some months ago by the increased advertising being carried 
on by trust companies. Late in January your chairman was 
advised that at the instance of the lawyers of the state, two 
bills had been introduced into the state legislature to regu- 
late the “practice of law.” In purpose and effect these bills 
were aimed directly at trust companies. Extensive prepara- 
tions were made to oppose these measures and a counter-bill 
was introduced directly permitting trust companies to draw 
wills, declarations of trusts, give legal advice, etc., which 
were the things that the lawyers were definitely endeavor- 
ing to stop. The problem was purely local and your national 
committee could therefore do little to assist in the situation. 
Business interests were enlisted in the fight, funds were raised, 


committees appointed, and everything possible done to secure 
newspaper cooperation. The substance of the lawyer bill is 
in part as follows: ; 

Making it unlawful for any bank, trust company, etc., to 
render or give any service or advice or information concern- 
ing any matter of law or in connection with the making or 
preparation of wills, trusts, or the probating or distribution 
of the estates of deceased persons, etc..—for any compensa- 
tion or consideration. The bill further made it unlawful for 
any bank, trust company, etc., to advertise that it would give 
service or advice in connection with the making or prepara- 
tion of wills or trusts, etc., through the issuance of any 
pamphlet, circular, hand bill, letter or newspaper advertising. 
There was apparently no restriction upon the “personal” 
solicitation of business. Any violation of the act upon the 
part of an officer or officers was to be deemed a misdemeanor, 
and the punishment therefor imprisonment in the county jail 
for a term not exceeding six months, or a fine not to exceed 
$5,000, or both. For the corporation violating the provisions 
of the act, the penalty was a fine not to exceed $1,000. 

It was reported that very spirited hearings were con- 
ducted before the legislature during which the lawyers made 
most acrimonious attacks against trust companies. Not a 
single instance, however, of improper or inferior service in 
the preparation of any will, declaration of trust, or any ad- 
vice given, was cited by the lawyers at the legislative hearings, 
The trust companies refrained from any attack against the 
Bar although it was stated that there was abundant material 
which could have been used for this purpose. It is believed 
that the lawyers of California are attempting to secure legis- 
lation which in effect will set up a legal monopoly and enable 
them to secure more and larger fees, and compel business 
people to employ their services in unnecessary instances 
where such people themselves could, as they have in the 
past, safely perform certain common acts as a necessary part 
of their business transactions. The measure introduced by 
the lawyers passed the legislature and was signed by the 
Governor. A referendum was thereupon invoked and the 
required number of signatures successfully secured, which 
suspends the operation of the law until the voters of the 
state can pass upon the next general election, which will be 
November 22, 1922. This provision for a statewide refer- 
endum is permitted under the constitution of the state. It 
is believed that the voters in due time will thoroughly under- 
stand the situation and overwhelmingly set aside this legis- 
lation. 


CoLoRADO 


_ Bill introduced to increase the powers of trust companies 
in general banking business which was duly passed by the 
legislature and is now in force in this state. 


CoN NECTICUT 


An unusually large number of bills were presented to 
the legislature, but many of them died in the committee 
room. Of nineteen bills directly or indirectly affecting trust 
business as reported in a special pamphlet issued from the 
Bank Commissioner’s office, the most important ones, prac- 
tically all of which are of a local nature, are as follows: 

1. An act amending an act concerning the limit of deposits 
in savings banks. 

2. An act concerning investments, of savings banks, which 
also covers savings departments in trust companies and state 
banks, covering investments in railway equipment obligations. 

3. An act authorizing savings banks to install and rent 
safe deposit boxes. 

4. An act amending an act concerning wages and contracts 
which affects banks’, individuals’ or firms’ right to recover 
full amount of principal and interest stipulated in any ne- 
gotiable instrument acquired for value and in good faith, 
limiting the amount of interest allowed. 

5. An act concerning the sale of certain securities. 

6. An act amending an act relating to interest charges. 

7. An act concerning false statements of the value of 
stocks, bonds and other property. 

8. Concerning the organization of banks and trust com- 
panies, building and loan associations and investment com- 
panies. 
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9. An act covering tax on capital stock and corporation 
fees, which includes banks and other corporations. 

10. An act amending an act concerning deduction of 
amount of taxes paid on real estate by certain corporations 
which includes banks, trust companies, savings banks and 
national banks, 

11. An act concerning tax on savings departments in 
national banks, whereby they are placed on an equal footing 
with savings banks and savings departments in trust com- 
panies in the state of Connecticut. 

Both the Connecticut Bankers Association and the Asso- 
ciation of State Banks and Trust Companies had active men 
on their legislative committee who watched carefully all 
legislation presented, and as much effort was used in de- 
feating undesirable legislation, in fact more time was con- 
sumed in defeating what might be termed adverse legislation 
than in putting constructive legislation on the statute books. 
We have found this true during the sessions of many legis- 
latures and it took more vigilance to look after bills which 
would be unsatisfactory than to get through the legislature 
bills which would be helpful. 


DELAWARE 


Legislation concerning banks and trust companies passed 
at this session of the legislature briefly summarized as fol- 
lows: Providing for the assessment and taxation of shares 
of banks; a general banking act which codifies all previous 
banking legislation; and an act repealing the present law 
imposing a tax of one-fifth of one per cent. on capital, sur- 
plus, and undivided profits. These bills were all enacted and 
are now on the statute book. 

A bill guaranteeing deposits and eliminating the office of 
Banking Commissioner was introduced, but was never 
brought up for consideration as the result of the interven- 
tion of the Delaware State Bankers Association. 


FLorRIDA 


No bills hostile to trust companies introduced. The State 
Comptroller is now compiling new banking laws, but a copy 
is not obtainable at the present time. 


GEORGIA AND Hawall 


No report received. 
IDAHO 


No bills affecting trust companies introduced. 


ILLINOIS 


The following laws were enacted by the last legislature: 

H. B. 122 provided that if a bank receives a deposit made 
by one person in trust for another, in the event of the death 
of the trustee, the deposit and interest shall be paid to the 
person for whom the deposit was made. 

H. B. 182 provides where a bank refuses through mis- 
take or error to pay a check which it should pay, the bank 
is not liable to the depositor for such non-payment unless 
the depositor alleges and proves actual damage by reason 
of such non-payment, and in such event, the liability shall 
not exceed the amount of damage so proved. 

H. B. 133 provides that chattel mortgages when acknowl- 
edged and recorded shall be valid until ninety days after the 
maturity of the debt or an extension thereof. 

H. B. 141 relieves banks from liability for raised or forged 
checks unless depositor shall have notified bank of such rais- 
ing or forgery within one ‘year after he has received his 
cancelled vouchers or has been notified that they are ready for 
delivery. 

H. B. 172 provides that any bank which received for 
collection or deposit any instrument payable at any bank in 
another city, may forward the instrument for collection di- 
rectly to the bank on which it is drawn, and it is not liable 
for the failure of payer bank to account for the proceeds be- 
cause of its insolvency or through default, providing, in 
connection with the collection of the instrument, the for- 
warding bank has used due diligence in other respects. 

H. B. 189 protects validity of instruments negotiated by 
banks on Saturdays after twelve o’clock noon and provides 
for Saturday afternoon hours at the banks’ option. 


H. B. 131 makes it a crime to wilfully and maliciously 
circulate derogatory statements about the financial condition 
of any bank, which was amended on second reading so that 
the truth of such statements constitutes a good deferise. 

H. B. 154 amends section 3 of an act to revise the 
law in relation to sureties by providing that if the principal 
maker of any note shall die, and the creditor does not pre- 
sent such instrument for allowance within one year, the ‘sure- 
ties are released. 

H. B. 200 adds section 4a to “An act to revise fhe law 
in relation to mortgages of real and personal property” in for 
July 1, 1874, as amended; provides that no mortgage, trust 
deed, or conveyance of personal property shall be valid as 
against the creditors of the mortgagor, even though admitted 
to record, unless it shall be recorded within ten days of its 
execution. 


INDIANA 


Bill introduced which provides among other things for the 
following: 

1. Requires 10 per cent. of net earnings of company to 
be carried to the surplus account until such surplus equals 
25 per cent. of the capital, and forbids the payment of any 
dividend from such capital and surplus. 

2. Requires the active officers of the company to file bond 
or bonds with the State Bank Commissioner for the faithful 
performance of their duties. 

3. Restricts the suretyship powers of trust companies 
to bonds of guardians, executors and other fiduciaries ap- 
pointed by the court. (Present bill grants companies right 
to become surety for practically any person, firm, or corpora- 
tion.) 

4. Bill passed which allows trust companies to act as 
agent for insurance companies except for life insurance com- 
panies. 

5. Bill passed which prohibits all state banks and trust 
companies from starting branch banks. 


Iowa 


A bill was introduced which was intended to forbid trust 
companies and banks from administering personal estates. 
This bill was killed. It appears that small banks in certain 
communities in the state gave ill advised directions to cus- 
tomers or handled an estate badly, leaving an inadequate or 
incorrect record which was followed by endless trouble. This 
is a good argument against banks with inadequate capital and 
surplus being granted trust powers. 


KANSAS 


The following bills were defeated : 

1. Permitting organization of trust companies in towns of 
certain sizes with capital as low as $25,000. The present law 
sets the minimum at $100,000. 

2. A bill defining “practice of law.” 

3. A “cooperative” banking law. 

The trust companies endeavored to have a bill passed re- 
quiring the recodification of the trust company law of the 
state. It was also attempted, but unsuccessfully, to prevent 
the promotion of trust companies by the payment of big 
commissions. 

MAINE 


The only legislation enacted was a slight change in reta- 
tion to taxation of bank stock. 


MASSACHUSETTS 


Bill defeated which was designed to stop trust companies 
advertising. A bitter fight developed in the House at which 
time the lawyers presented certain pieces of trust company 
advertising which they cited as objectionable from the stand- 
point of inviting legal business. 

The general situation in this state has been very bad, 
resulting in several recent trust company failures. These, 


however, were known to be weak institutions, but the laws 
of Massachusetts would not permit the state treasurer, under 
whose jurisdiction they operated, to liquidate them or close 
them. An officer of one of these so-called trust companies, 
investments of which were known to be unsafe and the institu- 
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tion in a tottering condition, is credited with the creation of 
a bill to establish a guarantee fund for trust companies with 
savings departments and savings banks. The measure, how- 
ever, was withdrawn and the institution in question has since 
been closed. 

The Massachusetts Trust Companies Association did very 
effective work in following these bills. 


MICHIGAN 


The State of Michigan not only has its regular session 
of the Legislature, but is susceptible to special sessions. At 
the regular session, several bills giving state bank certain 
trust company powers, and trust companies certain banking 
powers were introduced and a bill was passed giving trust 
powers to state institutions having a minimum capital and 
surplus of $150,000, banks with a capital below that amount 
being limited to acting as administrators and executors for 
deceased persons. This act was passed by both Houses of 
the legislature, but was vetoed by the Governor. A great deal 
of effort was centered in opposing legislation which was 
deemed to be not in the interest of general trust company 
business. 

MINNESOTA 


A very troublesome situation arose in this state in con- 
nection with one of the so-called lawyer bills which will be 
reported upon in connection with the Committee on Coopera- 
tion with the Bar. 


MISSOURI 


Bills passed as follows: 

1. Permitting investment in stock of corporations dealing 
in foreign and domestic exchange and other evidences of 
debt originating in connection with foreign or domestic trade. 

2. Prohibiting foreign trust companies from acting as 
trustee of any real or personal estate. 

3. Providing that instruments falling due on Saturday 
may be presented for payment on the.next succeeding business 
day. 

MoNTANA 


The following bills were reported as having been passed: 

Chapter 94, Laws of 1921, page 87, provides that every 
bank, except a reserve bank, shall maintain a reserve of 10 
per cent. of its deposit liability, instead of 15 per cent., and 
a reserve bank must maintain a reserve of 15 per cent. of its 
deposit liability. A compliance with the Federal reserve bank- 
ing laws, rules and regulations by member banks shall be 
held to be a compliance with the reserve requirements and 
conditions of the banking laws of Montana. 

Chapter 217, Laws of 1921, page 465, provides that Mon- 
tana banks shall have power and authority to accept for payment 
at a future date, drafts drawn upon’ it, by its customers, and 
to issue letters of credit, authorizing holders thereof to draw 
drafts upon it, or its correspondents at sight or on time not 
exceeding one year, provided that the total amount. of drafts 
so accepted or letter of credit so issued for any one person, 
firm or corporation, shall not at any one time exceed 20 per 
—_ of the capital and surplus of the accepting or issuing 

ank, 


NEBRASKA 


No legislation unsatisfactory to trust companies was in- 
troduced at the recent session of the legislature. 


NEVADA 


No bills were presented which would in any way affect 
business of trust companies. 


New HAMPSHIRE 


The most important bill passed was in regard to the usury 
rate. Up to this time they were restricted to 6 per cent., 
now the legal rate is the contract rate and it is said to be 
working to the value of the banks. While they have not 
raised their rates promiscuously, the loans on luxuries are 
to be 7 per cent. and will continue to be 

- Another important law passed was introduced by the 
batik commission which regulates the investment laws under 
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which the state banks operate. The law, in fact, was brought 
down to date in every way, and we now have the oppor- 
tunity of investing in the more liquid securities which before 
were classed as illegal. 


NEw JERSEY 


The only legislation affecting trust companies, passed by 
the last legislature as Assembly Bill No. 200 which provided 
that any trust company having its principal office and one or 
more branch offices all located in the same county might, with 
the approval of the Commissioner of Banking and Insurance, 
change the location of its principal office to the location of 
a branch office; change the location of a branch office to 
the location of its principal office; and change the name or 
designation of any branch office, the location of which had 
been changed. 

A number of bills either directly affecting trust companies 
or in which trust companies were concerned, some good and 
others bad, either died in committee or were lost in the 
shuffle in the last hours of the session. Among those was a 
bill authorizing trust companies to change their place of 
business to another point in the same city by a vote of two- 
thirds of the directors upon the approval of the Commissioner 
of Banking and Insurance. This bill should have passed 
and in fact it did pass the Senate but was not reached by the 
House before adjournment. 

Two bills were introduced in the House, namely: Assembly 
No. 220 and Assembly No. 269, both of which were designed 
to prohibit the practice of law by corporations, voluntary 
associations or individuals not licensed thereto. The bills in 
question were drastic and it was feared that they would inter- 
fere with the legitimate purposes of trust companies. Both 
of these bills died in committee. 


New Mexico 


New laws have not been published, but it is reported that 
no legislation has been passed which is of special interest to 
trust companies. The New Mexico Bankers Association 
acting through its legislative committee recommended a num- 
ber of changes in the banking law, but they were all of minor 
importance. A very rigid “Blue Sky’ law was passed, but 
details have not yet been reported. 


New York 


There were introduced in the last session of the legislature 
83 bills which would affect banking interests in one form or 
another, but of these only eleven bills were passed, some of 
these being amendments to existing statutes. It was reported 
all these bills had the approval of the Superintendent of 
Banks. No legislation was enacted that would in any way 
interfere with trust company activities and this is due, we 
believe, to the endeavors of the National Committee on Pub- 
licity. Mr. Sisson, chairman of this committee, sent to all 
legislators copies of all advertising booklets that were issued 
by the committee and such as were being used by the trust 
companies in the national advertising campaign. The litera- 
ture was doubtless read very carefully and with good results 
to trust companies. 

Andrew H. Mars, vice-president of the Fidelity Interna- 
tional Trust Company of New York City, who is state vice- 
president of the American Bankers Association for New York, 
in rendering his report to the state convention says: 

“The National Publicity Committee begins to feel that 
attorneys in New York State are satisfied that the trust com- 
panies, especially in New York City, are not working against 
their interests, but, on the contrary, are working with them 
and for them, as you will note that in every booklet and ad- 
vertisement issued by the committee above referred to they 
recommend the services of attorneys in all legal matters, and 
the National Committee recommends that this matter be fol- 
lowed as closely as possible in order that the legal profession 
and the trust companies of our great state may at all times 
cooperation in the closest harmony and cooperation.” 


NortH CAROLINA 
General banking law act was passed. 
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NortH Daxora 


No legislation particularly affecting trust companies, with 
the exception of the repeal of laws taxing intangibles held by 
non-residents. There has been in the past legislation taxing 
North Dakota securities held by people without the state. Two 
years ago some of this legislation was repealed and this year 
a clean sweep was made of all taxation of the principal, the 
income or the inheritance on North Dakota securities held by 
those residing without the state. 


OHIO 


The following is a list of the bills passed at the last session 
of the state legislature: 

S. B. 25, which is a slight amendment in the sale of real 
estate by the executor or administrator to pay decedent debts. 

H. B. 92 authorizing the Governor, upon application of any 
bank, building and loan association or railroad, to commission 
guards or employees with usual police powers. 

S. B. 28, which increases the penalty for removing mort- 
gaged property out of the county in which it was situated at 
the time it was mortgaged. 

H. B. 128 in matters of consolidation of banks, “reserves 
the exclusive right in and to the corporate name of each of 
the banks parties to such consolidation,” thereby preventing 
any other bank such title. 

S. B. 31 is an amendment to Section 10969, relating to the 
appointing, powers and duties of guardians whereby guardians 
may be appointed for “an incompetent person by reason of ad- 
vanced age or mental or physical disability or infirmity.” 
Under the original section, it was necessary to adjudge a per- 
son either an idiot, imbecile, lunatic, drunkard or insane. By 
this amendment it will not be necessary to so stigmatize 
an aged or disabled person. 

S. B. 152 relating to living trusts, reserves the right to the 
creditors of the creator of such trusts that any beneficial in- 
terest reserved to such creator shall be subject to be reached 
by the creditors of such creator. 

S. B. 121 permitting banks to invest in the capital stock 
of corporations organized under the Edge law was duly passed 
and signed by the Governor. 

S. B. 198 put into effect certain amendments to the “Blue 
Sky” law. 

S. B. 232 authorizes corporations to issue bonds running 
for more than a year at any*rate of interest which may be 
provided for and deprives the corporation in such case of the 
defense of usury. 

H. B. 249 establishing the administrative code commonly 
known as the Ripper bill. 

There was also an amendment to the statute, covering the 
issue of non-par stock in such a way as to make them definite 
and certain. 


OKLAHOMA 


A bill was introduced in the legislature to prohibit trust 
companies from acting as agent for insurance companies, but 
the bill was killed in committee, and never reached a vote in 
either house. 


OREGON 
No bills affecting trust companies. 


PENNSYLVANIA 


In this state a rather unusual condition exists. In 1917, the 
legislature authorized the appointment of a commission of six 
members to prepare a codification and revision of the banking 
laws of the state. The commission reported to the next legis- 
lature, which met in January, 1919, a revision, codification and 
amendment only of: the laws governing the State Banking 
Commisioner and the State Banking Department, and reported 
that, in their judgment, a constitutional amendment would be 
required in order to put the various banking institutions on 
such a basis as to permit a codification of all the banking laws. 
The report was approved and the commission continued and 
directed to report to the Legislature of 1921. Through the 
activities of the commission and the cooperation especially of 
the trust companies, the necessary state constitutional amend- 
ment was adopted and the commission has completed its 
report and submitted copies of it to the legislative committee 
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of the Pennsylvania Bankers Association, to the Trust Com- 
pany Section of the Pennsylvania Bankers Association and to 
certain of the trust companies and banks in the larger cities of 
the state. Various meetings were held in each of those cities. 
at the instigation of the executive committee of the Trust 
Company Section of the Pennsylvania Bankers Association. 
Subsequently a combined meeting was held in Philadelphia, in 
February last, of the executive committee of the Trust .Com- 
pany Section of the Pennsylvania Bankers Association and the 
legislative committee of the Pennsylvania Bankers Association. 
After an all day discussion, it was unanimously resolved by 
each of the said committees, acting separately, but in reality 
contemporaneously, that the commissioners should not urge 
passage of their code and bill at this legislature, but should re- 
port the same to the Governor and the legislature, and use their 
best efforts, informally, to provide for an additional appropria- 
tion to cover exhaustive distribution of the code to the trust 
companies and banks of the state, and that the trust companies 
would then recommend to the Governor and the legislature 
that the commissioners be continued for another two years, 
and that the code as finally prepared after sufficient hearings, 
during the next two years, should be presented for action to 
the Legislature of 1923. 

This postponement was due, primarily, to two things: 

(1) Pennsylvania banking laws are very involved, some 
of them obsolete and impracticable at the present day, due 
especially to the fact that for a great many years in this state, 
state banks, savings banks, building and loan associations, pri- 
vate banks and trust companies, all, with the exceptions of the 
savings banks and private bankers, have very generally been 
doing the same banking business, though under different re- 
strictions, and some of them, in addition especially the trust 
companies, have had very broad fiduciary powers: (2) The 
code, as recommneded by the commisioners, attempted to have 
one real fundamental law governing all the above institutions, 
with certain provisions affecting only each of them, and as a 
result a great deal of difference of opinion and very pro- 
nounced opposition was evidenced by the trust companies in 
the larger cities. A subcommittee of the Executive Committee 
of the Trust Company Section of the Pennsylvania Bankers 
Association met, informally, with the entire Board of Com- 
misioners in Harrisburg on March 11. last, and spent the en- 
tire day going over, item by item, the code, with the result 
that the necessity of postponement was clear to all of the com- 
missioners, and with the further result that in some particu- 
lars the amendments and changes desired by the trust compa- 
nies to the preliminary report of the commissioners will be 
adopted by them. 

The commission’s report was subsequently presented to the 
legislature; but, as agreed upon, no action was taken and the 
bill introducing it died in the committee. The matter will now 
come up early in the next legislature, about a year and a half 
from now; and, in the meantime, will be given very careful 
consideration by the banking interests of Pennsylvania, to- 
gether with the commission, there being hearty cooperation and 
a real desire to produce fair and beneficial legislation so that it 
is anticipated that the code will be adopted early in the next 
session of the legislature. 

Various bills, permiting the increasing of the legal rate of 
interest to 8 per cent. by special contract (the present limit 
being 6 per cent. on all loans) were introduced in the legisla- 
ture, but all failed of passage. The result has been the forcing 
of money out of the state, drying up the supply of mortgage 
money, and placing the unfortunate mortgage borrower in the 
position where he either has to go without funds or pay an 
exorbitant brokerage fee. 


Porto Rico 
Nothing to report. 


Ruope IsLanp 


The only legislation which was passed was a “Blue Sky” 
law which regulates the sale of securities. 


CAROLINA 
Nothing to report. 


South DaKoTa 
No report. 


TENNESSEE 


A special contract law was passed which fixed the legal rate 
of interest in Tennessee at 6 per cent., but provides that by 
special contract the rate may be made as high as 8 per cent. 
if such contract is in writing. 

There was also a law enacted by which in suits against 
banks for damages in erroneously refusing to cash checks, the 
party bringing the suit can collect only the actual damages and 
the same had to be shown before recovery could be made. 


TEXAS 


Bill introduced designd to protect the use of the word 
“trust” in corporate titles which had been urged by the Trust 
Company Division of the American Bankers Association for 
some time and which was prepared by the Counsel of the 
American Bankers Association. Under the laws of this state 
the word “trust” can be used in corporate titles by institutions 
other than those conducting a banking or fiduciary business 
provided that the word “unincorporated” is displayed beneath 
the title. This is always displayed by such concerns in the 
smallest possible kind of type and hence is almost unreadable. 
Most of the “unincorporated” concerns are formed for the 
purpose of issuing and selling oil stocks, and it is the custom 
of these companies to circularize a!l parts of the United States, 
resulting in many letters of inquiry being received at the divi- 
sion office in New York calling attention to the fact that legiti- 
mate trust companies are reflected upon by the operations of 
such concerns. Proper restrictions are therefore highly desir- 
able. We are informed that there was little hopes of getting 
this legislation before the present session of the legislature be- 
cause it was called in special session to consider other matters. 


UTAH 
No report. 
VERMONT 


Bills introduced as follows: 

1. Providing that banks may charge interest at a rate 
greater than six (6) per cent. in certain cases. 

2. Bill relating to the incorporation and management of 
“credit unions.” 

3. Bill providing for deposits of funds in Canadian insti- 
tutions. 

4. Bill relating to investments by banks in Canadian bonds. 

5. Bill providing that trust companies having savings de- 
partments may allow interest on savings deposits from the day 
of deposit to the day of withdrawal. 

6. Bill providing for payment of check or draft by a de- 
positary after the death of the maker. 

7. Bill providing for the investment by banks in the stock 
of national banks or trust companies. 

8. Raising of the rate of interest to 4%4 per cent. on 
savings deposits was responsible for the introduction of a 
bill increasing the rate form seven-tenths of one per cent. to 
eight-tenths of one per cent. for taxing bank capital. 


WASHINGTON 


Some relief was reported from this state in respect to 
the manner of advertising for and solicitation of trust business. 


WEsT VIRGINIA 
No report received. 
WISCONSIN 


Trust powers granted state banks and additional bank 
powers to trust companies. 


WYOMING 

No report received. 

The above report covers all the state legislatures in session 
this year. For the hearty cooperation given by the state vice- 
presidents, we would like to recommend that a vote of thanks 
be spread upon the records of this meeting, and I would 
respectfully recommend that our Division, through its execu- 
tive officers and secretary, make every effort to have each 
state organize for their own protection and insist that special 
committees be formed for the purpose of looking after legis- 
lation, to promote constructive legislation and to keep from 
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being enacted into laws legislation which would work a 
hardship upon banking interests. 


At this session, L. H. Roseberry, vice-president, Security 
Trust and Savings Bank, Los Angeles, extended a very cor- 
dial invitation to all trust company officers and representatives 
present to be the guests of the local trust companies at a 
dinner at the Los Angeles Country Club on ney 


evening. 
PRESIDENT HuLBERT: We will now stand adjourned until 
2 o’clock tomorrow afternoon. 


Second Session 
WEDNESDAY, OcrToBEeR 5 


President Hulbert presiding 


The Relationship of Insurance to Trusts 
HERBERT M. MORGAN 


The history of the earliest trust companies in the country 
reveals the interesting fact that the actual selling of life insur- 
ance by them preceded the selling of trust service. One 
reason for this was that certain trust powers were not granted 
until subsequently. Another, that life insurance, its need and 
uses, were somewhat known, whereas trust service was some- 
thing entirely new, and it took some time for its use to be 
exploited and recognized. The names of these companies 
indicate the importance they attached to the insurance feature. 
Thus, in 1812, we find organized in Philadelphia the Penn- 
sylvania Company for Insurance on Lives and Granting of 
Annuities; in 1836, in New York City, the New York Life 
Insurance and Trust Company; and in the same year, in 
Philadelphia, the Girard Life Insurance Annuity and Trust 
Company. The significant thing to my mind is the fact that 
fundamentally an insurance company performs a trust func- 
tion, for is not the insured paying through his premiums 
year after year certain sums of money to the insurance com- 
pany, which acts as trustee, conserves that and invests it, 
and in time turns it over to the third party or the beneficiary, 
with the dividends that have accrued during its life? For 
many years insurance companies and trust companies operated 
independently, as there seemed to be no close affiliation or 
tie-up. 

While the trust under wills, as we of course know, has 
existed for many years, the insurance trust is of rather recent 
origin. It was brought into being and has been given the 
prominence it occupies today, I think, very largely as a result 
of the inheritance tax laws. Insurance companies and trust 
companies began to realize, as soon as these laws were on the 
statute books, that in the administering of estates they were 
facing quite a serious problem; that in practically no estate 
of any size was there adequate cash on hand to take care 
of these taxes; and that necessitated sales of securities, often 
decreasing considerably the size of the estate, and in turn 
affecting materially the amount that was paid out to the bene- 
ficiaries. The one solution seemed to be that of having ade- 
quate life insurance. The insurance companies at about this 
same time also recognized the fact that they had an unusual 
opportunity for increasing the sale of their products through 
this new strong talking point. And here is where I believe 
the cooperation interest really began. The trust companies 
realized that to accomplish the purpose in hand it was not 
enough to take out additional insurance, if it were to be paid 
to the wife, for it would just be optional with her whether 
she wanted to apply it in the way that was desired. As we 
all know from our experience in estates, very often there is 
a lack of harmony, a real jealousy, that exists among 
members of a family, and it* is very reasonable to suppose 
that the wife in a great many cases would not utilize this 
insurance as intended. If the insurance were payable to the 
estate, of course, it would accomplish its purpose, but there 
was an additional cost to the estate, due to the fact that 
it would have to go through probate. So that to make 
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it payable to a trust company, as trustee, seemed to solve that 
problem. 

The insurance men were primarily interested in selling life 
insurance, and when it was pointed out to them the economy 
that could be effected by using the trusteej they were naturally 
very glad to suggest it to their clients. 

A further analysis on the part of the trust companies of 
smaller estates, where the inheritance taxes were nil or very 
small, disclosed the fact that there, too, the expenses of 
funeral, of doctors of probate, and various other items, were 
such as in practically most cases to warrant the insurance to 
be taken out to take care of those obligations, as there again 
there was not sufficient cash available. So again there was 
an argument for additional insurance, although, of course, in 
much smaller amount, and the insurance trust had the same 
appeal. 

The problem of the close corporation began coming up, 
where two or three men were the sole owners of a business, 
and it was found that insurance could be taken out and a 
trust instrument so phrased whereby the survivors could buy 
ovt the interest of the deceased, and thus keep and control 
all the business; and, even what was more important, that 
the widow would be benefited by the sale and the imme- 
diate cashing in of her husband’s interests, and at a price 
that had been previously agreed upon. 

So we find that all the time new conditions are arising 
where insurance is desirable, provided it can accomplish the 
purpose desired, and of course that always involves an insur- 
ance trust. And so we find that this relationship between 
the trust company and the insurance is growing closer. 

We have all heard a lot of startling statistics from the 
insurance companies, showing what a large per cent. of insur- 
ance money is dissipated over a comparatively short time, 
due to extravagance, to the advice of kindly disposed but 
uninformed friends on investment matters, to the lure of get- 
rich-quick concerns, and to the widow’s general lack of busi- 
ness experience. So after all, isn’t here where the big general 
appeal for insurance trust comes in? The hushand, the father, 
the brother, pays out year after year money in premiums, 
often at a sacrifice. Sometimes this is all that is left of a 
very modest estate. He does that, feeling that he has a sacred 
responsibiliy to the wife, the child, the father or the mother. 
And yet, as we know, in thousands and thousands of cases, 
the whole object of this insurance has been defeated because 
they did not have the foresight to safeguard this money. 
The insurance trust fits such a condition admirably; and, 
if it is flexible, as it should be, it enables the trustee in its 
judgment to encroach upon the principal. A case of sick- 
ness, a costly operation, a required change of climate, a pro- 
tracted rest, a college course, a business training, a business 
opportunity, a chance to buy an interest in a business alread 
established—these are but a few of many instances whic 
come up and show the great desirability of such a flexible 
clause in any trust; and that is what makes it so very prac- 
tical and so very advantageous. 

The by-product of trust and insurance trust, as we may call 
it, is the association which the beneficiaries under it have with 
the institution, thereby receiving the advice and the counsel of 
the officers in the various departments. Here the personal side 
of the trust company comes in, and the sympathetic, intelligent, 
care-taking interest that is shown indicates not only its adap- 
tability but its extreme fitness for this close business relation- 
ship which exists. 

The practical problem in which we are all interested, I 
take it, is how can we cooperate with the insurance companies 
to our mutual advantage? Some experiences of the St. Louis 
Union Trust Company may be helpful and suggestive (ex- 
hibits advertisements). I apologize for being thus personal, 
but it is the only way I can be specific, and I take it that is 
what you want. We realized that the insurance man was pri- 
marily interested in selling insurance for the payment of in- 
heritance taxes. Therefore, we have on several occasions run 
advertising campaigns in the newspapers, emphasizing that 
particular feature. Prior to the last one, we sent out press- 
proofs of the advertisements, gave them the schedule in the 
newspapers, offered to send them reprints with names on in 
such quantities as they desired, suggested that they use them 
during the period of the campaign and subsequently in such 
literature as they sent out. The response was very gratifying, 


and over 50,000 of those inserts were distributed. You will 
see they play up the life insurance, and simply in the last para- 
graph makes mention of our company. As soon as this was 
started it was very evident that there was quite a response. 
Many began coming into our institution asking about it. We 
knew that the insurance men were also working along these 
lines, because they began coming in to us, asking certain ques- 
tions relative to the insurance trust. And so we sent out:an- 
other letter, in which we said we would glad'y go before their 
organizations and tell them out of our experience some of the 
real talking points for the insurance trust. All of the large 
insurance agencies responded to this, and the smaller ones were 
covered in a subsequent meeting, which was a general meeting 
of all the companies. We were able to be of real help to them, 
for we gave them concrete examples out of our own experi- 
ence, and permitted them to use them, as of course no names 
were divulged. We brought out the fact that in large estates, 
in our experience, there was very little life insurance. This 
was due. no doubt, to the fact that when the young man 
started out he felt a very definite responsibility to his family, 
and an insurance policy was taken out. As his business in- 
creased, as he prospered. that need seemed to have disappeared. 
So in many cases no additional policies were taken out. We 
also emphasized the fact that men of large means frequently 
kept comparatively small bank balances. This again was easily 
explained by the fact that it was good business to keep their 
money working, and that the interest from their own business 
and their outside investments was sufficient, and that they had 
no need for such a balance to encroach upon. In the case or 
smaller estates, we made the point that usually a man opened 
his house and his business, and how disastrous and how un- 
fortunate it would be to the wife if a forced sale of either of 
those were required. We mentioned the New York listed 
stocks, showing how these would have to be so'd on the mar- 
ket: that freqeuntly they would be less than their real book 
value, and very often under what was originally paid for 
them: or, if they were local stocks, irequently a local market 
had little absorbing power. and even a few shares would send 
the stocks down several points; and how, in a close corpora- 
tion, where the only ones interested in buying such stock 
would be those who were actively in the business, if they were 
so disposed and cash was needed, they could enforce a sale at 
a great sacrifice. Under the general insurance trust, we 
pointed out, in addition to what I have mentioned as its de- 
sirable features, the fact that there was an opportunity under 
these trust agreements to purchase securities and properties 
from an estate, if it was desired to pay out bequests or for a 
partial distribution in money. 

The interesting development from this was that the insur- 
ance men apparently began to take a deep interest in trust 
service in general. So that, while we were there specifically for 
the insurance trust, they began asking about wills, trusts under 
wi-ls, agencies, etc. So that we accomplished the double pur- 
pose of telling them, along with the insurance trust, of trust 
service in general. My observation has been that the personnel 
of insurance organizations has improved tremendously in the 
past few years. Life insurance is now attracting a type of 
men of education, of refinement, of polish, who see that they 
can intelligently and successfully solicit life insurance in its 
various phases. They are taking it seriously, and they are 
specializing in it, and they feel a sense of their responsibility, 
which goes further than the mere selling of insurance, to the 
conserving of it as well, for they realize that this is also good 
business, in that if they can conserve the money for one th 
will be grateful in return and their comments to others wi 
react to the salesman’s advantage. 

The good will of the insurance men is worth, as we know, 
a great deal to trust companies, for they are the ones who 
come in close personal contact with the clients for whom th 
are writing insurance. I believe that they do appreciate this 
effort which trust companies are making in their behalf, and are 
reciprocating in every way that they can. I see no overlapping 
of our activities. It seems to me as though they are supple- 
mentary, and that the trust company starts where the insur- 
ance company leaves off. I believe this interest will continue 
and will grow stronger year after year, which will mean con- 
tinuous growth and development of those two big agencies 
which are already such tremendous factors in the life of a 
country, in the conservation of its wealth, and which are ren- 
dering a service that is of inestimable value. (Applause.) 
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HutBert: We are greatly indebted to you, Mr. 
Morgan, for the interesting and valuable address. 

I will now ask Mr. Roseberry, member of the Committee, 
on Cooperation with the Bar, and vice-president of the Se- 
curity Trust and Savings Bank of Los Angeles, to speak to us 
upon the topic, “Facts and Figures We Need.” (Applause.) 


Facts and Figures We Need 
L. H. ROSEBERRY 


Business research is a rapidly developing function in our 
American industrial and commercial system. The reasons for 
this are compelling. They are stated by a recent writer on 
“Commercial Research” in the form of a series of proposi- 
tions: 

“1, The immediate and primary need of business today is 
intelligent direction and control; individually, generally. 

“2. Intelligent direction and control of business can be had 
only by a better knowledge of business principles. 

“3. A better knowledge of business principles can be de- 
rived only from a careful and comprehensive survey of busi- 
ness facts. 

“4. To secure a careful and comprehensive survey of busi- 
ness facts is a problem for business research.” 

These propositions broadly state, in the abstract, the justifi- 
cation of business research. There are more concrete reasons 
to explain why the function of collecting, analyzing and array- 
ing commercial facts, so as to make them immediately applic- 
able and profitable to concrete situations, has been gaining 
such headway in recent years. 

In the present state of commercial organization, of complex 
forces in the business world—of narrow margins of profit, of 
keen competition—absolute knowledge of causes and effects. of 
means and methods, of facts and principles, is imperative. The 
time of rule-of-thumb methods, shrewd guessing and decision 
by instinct, rather than by intelligence, has passed. Business 
must become more nearly an exact science. The demand is 
more urgent than ever before for facts carefully collected and 
scientifically analyzed and which afford to the business man a 
solid basis for preparing his plans and administering his work. 
The public is growing calloused to unsupported claims of 
superiority by advertisers. 

An important direction which business research has taken 
in recent years is that of furnishing accurate information, not 


merely to a single enterprise but to all the units of a single in-~ 


dustry. So far as they are unhampered by legislation, a num- 
ber of large business organizations, through statistical depart- 
ments, now aim to furnish their members with facts relative 
to conditions in the industry as a whole. Among them are the 
Tanners’ Council, the National Retail Hardware Association, 
the National Retail Dry Goods Association, the National Asso- 
ciation of Credit Men, etc. Especially noteworthy are the 
spreading investigations by the Federal Trade Commission, the 
Bureau of Foreign and Domestic Commerce, the Tariff Com- 
mission, the Federal Reserve Board, etc., and, during the war, 
the War Industries’ Board. The research services of the Fed- 
eral Reserve Board—of particular value to bankers—have be- 
come almost indispensable parts of the intelligence equipment 
of American business men. 

Already a number of the larger banks in centers like New 
York, Chicago, Boston and some of the Pacific States’ cities, 
have model research departments for the special study of prob- 
lems connected with commodities and with commercial and 
industrial developments, local, national and even international 
in scope. Good types of such organizations are the service 
department of the National Bank of Commerce, New York 
City, with a personnel of twenty experts, and with a branch 
office at Washington to keep in closest touch with the activi- 
ties of the national government. The Bankers Trust Company 
of New York City specializes its research concerning invest- 
ment securities. The Irving National Bank of New York 
places special emphasis upon foreign trade. The Guaranty 
Trust Company of the same city maintains a highly efficient 
foreign trade department, offering world-wide business re- 
search facilities gathered at home and from abroad through 
its extensive network of foreign branches. Its bond statistical 


department has massed imposing figures affecting industrial 
securities. Numerous other banks maintain statistical and re- 
search departments quite as efficent as those mentioned. 

From the foregoing brief review of the progress of business 
research in this country certain features stand out. These are: 
the great variety and applicability of the research function; its 
recognition and adoption by so many large and stable institu- 
tions; its quality as a service function, and the possibility of its 
employment on a consolidated and cooperative basis by the 
trust companies of America. 

Therefore, is it not now pertinent to ask, will it not be ad- 
visable for our members to turn their attention closely to the 
subject of research and to inquire when and in what way it 
might be undertaken to our advantage? 

Trust companies and trust departments are under a stronger 
obligation, perhaps, than any other form of business enterprise 
to perform their functions in the most intelligent manner for 
the patrons whom they serve. It is a well accepted precept of 
human conduct that one should exercise greater care with his 
neighbor’s affairs intrusted to him than he would with his 
own. The highly confidential relation existing between a trust 
company and its clients imposes upon the former this extreme 
care towards the affairs of the latter. 

Trust companies face most of the problems which confront 
general banking and other business institutions. In addition 
they must meet many special problems which arise from the 
special character of their trusteeship. Research should be of 
service in these lines and especially in the fields where little 
has yet been done. In the banking department of the company 
would fall the compilation of statistics in regard to loans and 
money rates. The purchase and sale of securities would pro- 
vide a wide opportunity for study of investments, in which 
extreme care must be exercised by the trust department in 
dealing only in issues safe for and required in their trusts. 
Similarly, in the credit department great possibilities exist. The 
science of collecting information is as yet in its infancy. It is 
extremely important in such investigations that the data upon 
which credit extension is to be based are most reliable and 
complete. We should know the borrowing company’s organiza- 
tion and policy; efficiency of plant, methods and processes; 
conditions in the industry, such as source of material, markets, 
price trends, transportation facilities, etc. The science and 
necessity of properly amortizing losses and crediting gains to 
trust estates is scarcely known to many otherwise competent 
trust officers. Its importance is increasing. The truth about 
it should be authoritatively presented to our Association. In 
all of this investigation work a research department could play 
an important part. 

The entry of the Federal government into the domain of 
direct taxation has greatly complicated matters affecting in- 
come and inheritance taxes. It has led to the creation of sep- 
arate tax departments in many companies to serve both them- 
selves and their patrons. Also, it has opened new avenues 
for trust business which are promising both to the trustees and 
the beneficiaries. Here is a field where a research bureau or- 
ganized on a cooperative basis between trust companies would 
be able to perform a valuable service to us all. 

In the fields of corporate and “living” or “voluntary” 
trusts, life, fidelity and title insurance, and suretyship, there 
are many opportunities for studies and surveys which would 
contribute materially to the amount and the more scientific and 
economical conduct of our business. We have but few really 
authoritative facts about such matters. Doubtless, some perti- 
nent statistics have been compiled, but they have been made 
only partially, if at all, available for our use. We must prove 
to ourselves, as well as to our customers, many things about 
our trust business which we are prone to claim as facts, but 
which in truth are mere declarations, so often reiterated that 
we, ourselves, have come to regard them as truths. The public, 
however, has not taken so readily to these general claims. 

A few years ago the Trust Company Section of the Cali- 
fornia Bankers Association made an authoritative analysis of 
one thousand consecutive closed probate cases from the rec- 
ords of the Probate Court in Los Angeles County, and a simi- 
lar number of like cases from the records of the Probate Court 
in San Francisco County. The results were truly illuminating 

from many angles, It disclosed that the service of: corporate 
fiduciaries was superior to that of all classes of individuals 
from every angle of the test, yet in the face of this trust com- 
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panies were securing less of this business than individuals, 
public administrators and attorneys. 

For local reasons which were deemed quite sufficient at the 
time, the results of this examination were not published. The 
probate records in all of the states will, we are convinced, 
disclose that the American trust company does, as a general 
rule, probate an estate in the shortest time with the least ex- 
pense, with the minimum amount of litigation, with less short- 
ages and misappropriations, and with the most accurate system 
of accounting, than any of its competitors. With such advan- 
tages proven as facts from court records, and not asserted as 
unsupported claims, the impetus to estate business should be 
heavy. Nothing will authoritatively disclose this, however, but 
a search of the probate records in a number of our states. This 
is work for a research department. 

In some phases, and in many sections of the country, the 
business of trust administration by trust companies is a new 
field, and one which is now rapidly developing. New forms 
of trusts, such as the community charitable trust, various 
phases of “living” trusts, such as life insurance and subdivision 
trusts, etc., are arising continuously, warranting a study of 
their progress, application, success and methods by a special- 
ized organization which can draw from the experience of all 
of our members conclusions unobtainable elsewhere and of 
general value. That the opportunity for research in the field 
of trusts is a broad one is indicated by a random glance at 
the titles of the leading articles which have occupied the pages 
of such periodicals as Trust Companies during recent months: 

Statutory Fees for Fiduciaries. 

Trust Advertising. 

Future of Farm Mortgages. 

Equipment Trusts. 

Uniform Stock Transfer Requirements. 

Investment of Trust Funds. 

Inheritance Taxes and Voluntary Trusts. 

Solicitation of Trust Business. 

Interest Rates. 

The information which is conveyed in such articles is valu- 
able, but necessarily it must be based to a great degree upon 
individual experience and general report rather than upon 
accurate data produced by means of comprehensive surveys. 
Prepared in the latter form by means of the processes of re- 
search, it would give scientific results based upon the experi- 
ence of all and would be at the disposal of all—to their 
infinitely greater advantage and profit. 

It is admitted that some forms of research may best be per- 
formed by the individual trust company, if that company is 
willing to properly equip and maintain such a department. 
Indeed, no company of any size can function efficiently without 
such activity being included as a part of its organization. 
Much more of it, however, can best and more economically be 
performed through the cooperative action of all the trust com- 
panies, and the suggestion is made that these companies, 
through the existing organization of the Trust Company Divi- 
sion of the American Bankers Association, shall establish a 
central research bureau to undertake, on a nation-wide scale, 
studies and: surveys of some of the broader problems which 
today affect our members. The beginnings of such a bureau 
should, as‘a matter of prudence, be small. It would be wise to 
create a small compact staff and to attack and complete but 
one subject at a time before proceeding to another. As the 
bureau demonstrated its value, its scope could be broadened 
and its personnel and equipment increased. 

While the initial venture might be small, however, there 
would be no obstacle to its proceeding along the lines of an 
established program and while such a program would require 
further deliberation before adoption it may not be inappro- 
priate to-illustrate here types of study. This program could 
be attacked piecemeal, but as the bureau grew its main head- 
ings might: serve to mark the divisions of labor of an or- 
ganization conducting permanent investigations along the 
lines laid down. The main headings of a pertinent program 
suggest themselves as follows: 


1,. ADMINISTRATION OF ESTATES OF DECEASED PERSONS 


This study will probably yield the most immediate results 
to the greatest number of trust companies, since all are 
engaged more or less intensively in this business. In such 
an investigation it would be well to learn the truth or 


falsity of the claim which has gained publicity, that no loss 
to an estate has ever been suffered through the fault of a 
trust company. This is a large claim, and we are puzzled to 
know whether it is founded on imagination or fact. The 
purpose of an inquiry in this field would be to ascertain, and 
if possible prove or answer substantially, the following queries 
and facts: 

(a) How many American trust companies have failed 
or how many trust departments of failing banks have not 
been fully. solvent? 

What has been the effect of a failing bank on its trust 
assets? 

Has any loss in fact been suffered by the beneficiaries 
of its trusts, and if so in what proportion to the other creditors 
of the failing bank? 

(b) Are trust companies more prompt than individuals 
in initiating and closing the administration of estates of de- 
ceased persons? 

(c) What class of executors or administrators render 
the best and most regular accounts to the Probate Court? 

(d) What are the comparative earnings and losses on 
estates committed to trust companies and to others? 

(e) Compare the expense of corporate service vs. indi- 
vidual service as to regular, overhead and extra expense. 

(f) Does trust company administration reduce ensuing 
litigation in estates from any cause, excepting claims of 
invalidity of wills? 


2. Private TRUSTS 


(a) What class of private trusts are the most or the 
least productive to the bank and to the beneficiary? What 
the most attractive? 

(b) Compare the amount of litigation against trust com- 
panies to that of litigation against individuals in like capaci- 
ties originating from any cause, especially from negligence, 
misdeeds, favoritism, prejudice, etc. 


3. Ortcin or NEw BusINEss 


It has long been a matter of doubt in the minds of our 
advertising department what were the sources: of new trust 
business. All experts seem to agree that a mere fraction of 
new business is directly traceable to advertising. What is 
that fraction? How is the rest produced? What proportion 
comes from outsiders and how does it originate? How 
much is attributable to new laws and new uses for trusts? 
What can be traced to the enthusiasm, the training and the 
opportunity of one trust officer over the others in the same 
institution? The real origin of new business is an important 
discovery for any institution, and would solve the harassing 
problems of our advertising heads. 


4. CLASSIFICATION OF Trust CoMPANY SERVICE 


(a) How many trust officers know with any certainty 
what class of service they are furnishing appeals most to 
the public? : 

(b) How many of them know what part of their business 
is profitable and what part not? 

(c) Are some of us maintaining a costly service which 
is little used by the public? 

We should know with some certainty the answer to these 
questions that we may determine what class of fiduciary busi- 
ness to build up and what to discourage. Nothing but an 
authoritative analysis, predicated upon facts and figures will 
accurately disclose this. The experience of all.trust com- 
panies in this matter must be more or less the same. Facts 
from these sources could readily be collected and digested 
to our profit by a central research department. 


5. VALUE or Trust DEPARTMENT TO OTHER DEPARTMENTS IN 
SAME INSTITUTION 


The heads of some of our good trust companies either 
underestimate or misestimate the importance of their trust 
functions to the institution as a whole. Some of them: think . 
the service rendered is merely an accommodation to the bank’s 
customers, with slight prospect for any profit. Most of us 
know that a trust department not only can be made to pay 
good dividends, but can also be made to yield a large return 


298 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


November, 1921 


in good-will to the whole organization. There must be ways 
of proving this to be true. It would be interesting to know 
the comparative growth of our bond and banking departments 
before and after the establishment of the trust department 
or the assumption of trust powers. From surface indications 
there is every evidence that as between competitive banks, 
those with trust functions are rapidly outstripping those with- 
out. There is scarcely a large bank left in the country but 
what performs trust functions either itself or through a sub- 
sidiary or allied institution. The relation between trust busi- 
ness and the growth of bank deposits could readily be deter- 
mined by a department which directly collected available 
data. Many institutions would give a good deal to know 
the truth about this matter. All of us grant its importance 
in plans for building and consolidating banks for the future. 


6. TAXATION 


A research bureau could perform a needed service in 
keeping us informed on phases, important to us, of income 
and inheritance tax legislation, rules, practices and experience 
against which no commercial tax service could successfully 
compete. From the data thus secured defects in existing law 
and the need for new substantive law might be disclosed 
which would lead to helpful legislative action. 


7. COOPERATION WITH LAWYERS 


A truly alarming nation-wide breach has been created or 
is threatened between trust companies and lawyers. On our 
side we have felt that the rupture is due almost entirely 
to misunderstanding by the Bar of the real facts in the 
controversy. The basis of the lawyers’ unfriendliness is the 
belief that trust companies are practicing law to their detri- 
ment. If facts disclosed that this basis was not true, would 
not our problem with the attorneys be solved? Authentic 
records are readily available to investigate this. In how many 
estates do trust companies furnish any legal service, either 
through their own office attorneys or through their outside 
retained counsel? In how many law suits have we been 
involved where independent outside lawyers have not repre- 
sented us? What amount of free legal advice or legal papers 
do our house counsel actually give or draw? Is it not a 
fact that the accumulation of trusts is productive of a large 
amount of new legal business handled wholly by outside 
lawyers? It has been authoritatively stated that 22,000 re- 
corded legal instruments per month are drawn by realtors 
in California; equally as many unrecorded ones are doubtless 
so drawn. Business associations, such as boards of trade, 
credit men’s associations, automobile clubs, labor unions, farm 
producers’ associations, etc., employ as a part of their official 
staff attorneys who render free legal service to their mem- 
bers in many private matters disconnected with their asso- 
ciation work. These practices by lay agencies are not men- 
tioned by way of criticism but merely to show that the trust 
companies of the country offend least in “practicing law” if, 
indeed, they offend at all. 

An authorititative investigation by our research bureau 
ought to allay for all time ahy suspicion in the minds of fair 
lawyers that American trust companies are engaged in the 
practice of law in any real sense. What little they may be 


doing in this respect is in conformity with long established . 


business practices and the everyday requirements of the people, 
and to a far less.extent than is being performed—with the 
consent of the Bar—by many other business agencies, and 
certainly as well. 

The work of your Committee on Cooperation With the 
Bar would have been immeasurably aided and its result far 
more successful if performed with the aid of such an investi- 
gation, than it has been without it. 


8. Pusicity 


Our committee on publicity after very careful and expert 
preparation has been prosecuting an educational campaign 
which marks an epoch in this direction on the part of the 
American Bankers Association. While the results have al- 
ready been appreciable, the full effect of the campaign may 
be years in maturing. The accomplishments of this com- 
mittee should not be minimized. Yet, how much more con- 


vincing and productive would such publicity have been if 
the committee were assisted by a bureau of research of the 
type under discussion. Proven and pertinent facts would 
have been furnished as a basis for its attractive series of 
advertisements. The committee must have felt the need and 
handicap of a lack of essential facts and figures to support 
its appeals and general claims of superiority for trust com- 
pany service. 

The Committee on Community Trusts likewise must have 
felt keenly the lack of established data in its attempt to 
stimulate this new and attractive form of charitable trusts. 

The Committee on Standardization of Fees has labored 
arduously and with only partial success to obtain from our 
members their trust rates, the fees fixed by statute, and to 
compile them into our standard schedules. 

All of our other committees, through the lack of a re- 
search organization or sufficient funds for themselves to prop- 
perly investigate their assigned subjects, have been compelled 
to deal in unattractive generalities and to only partially reveal 
the truth in their respective investigations. 


9. INVESTMENTS 


While in general, investments of trust funds roughly 
parallel investments of the bank’s own funds, yet the elements 
of security, non-taxability, and permanency are more accen- 
tuated in trust investments than in others. The experience 
of bankers, and the requirements of law on this matter would 
be valuable and would tend to further raise the standard of 
corporate trust service and responsibility. A central research 
agency could act as a clearing house through which such 
assembled facts could be scattered to all of us. 


10. Spectat INVESTIGATIONS 


Continually the officers of our division ask for special data 
for their guidance in the discharge of their duties and the de- 
termination of important policies to be followed by our mem- 
bership. The special committees which from time to time 
function for our Association only partially succeed in their 
work, through the lack of reliable data. Many of our members 
from time to time keenly feel the need of some special aid on a 
topic or subject of vital interest to them or their customers. 
The repository for such special work would most naturally be 
our research bureau. Were the problem small or large, it 
could be handled with equal facility. Its reports would speed 
up the yearly tasks of our division and yield results of real 
consequence to our membership. 

We could go on recounting other topics which might form 
the basis of a profitable investigation by this bureau; but the 
above types will serve to illustrate what may be accomplished 
and the values which lie dormant in the fields about us, - We 
must sooner or later come to this decision if we are to keep 
abreast with progressive methods and the exactions of our cus- 
tomers and modern business conditions. Competition is al- 
ready compelling the accumulation of essential facts and figures 
by some of the larger trust companies. The smaller ones can- 
not afford the expense. No one agency, however powerful, 
can accomplish the work so well, nor prove of so much general 
value, as a cooperative research department. There would 
seem to be no further need to argue for its establishment. The 
wonder is that it has not been started before. 

But one further aspect remains to be considered. How 
miuch will it cost? This is important enough to be determined 
in advance, but at the outset it may be stated that research 
work which is inadequately supported. and poorly manned is 
worse than useless. The results must be scientifically obtained 
and absolutely reliable to be of any value. Such results can 
only be secured by competent, trained men, who are given 
proper working facilities. They should, however, operate as 
a department of or in close cooperation with the secretary’s 
office of our division. In all events they must be directed and 
closely supervised by practical trust men. A bureau of this 
type is apt to become too academic if left to itself, but under 
the supervision of a committee of practical bankers it should 
yield large results. Probably the most ideal system would be 
to centralize this work in a general bureau of research to be 
established by our Association. In such a case the work 
could be better financed, more carefully directed and would 
yield more general! results for our whole membership. If the 
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ideal cannot be attained, a special research bureau for our- 
selves offers us sufficient promise to fully warrant its under- 
taking. With an appropriately modest beginning such a 
bureau would require a budget of $50,000 for the first year, a 
part of which would be for permanent equipment. The items 
in this budget are indicated on the outline attached hereto. It 
would be useless to appoint a committee to further investigate 
the advisability of establishing such a bureau for the collection 
and distribution of facts and figures which we need, if it were 
not conceded in the beginning that adequate funds would be 
furnished. A ready suggestion to secure these would be 
through voluntary subscriptions from our membership at 
large, on the plan adopted by the Committee on Publicity 
which last year raised approximately $70,000 in this manner. 
If such a plan were rejected the Association officers must, of 
necessity, provide adequate funds through their regular chan- 
nels. Without this assurance of financial support, further 
consideration of this project would be idle, but the amount 
required is not large when compared with the results to be 
obtained. 

The field promises the most productive and progressive 
accomplishments which our division has heretofore attempted. 
It is essential to the further prosecution of our work and the 
attainment of beneficial results by our committees, and indeed 
the prestige of our whole division. The time is now oppor- 
tune, the money should not be difficult to obtain, and the de- 
mand for the service is heard above every other outcry. Let 
us be the first arm of the American Bankers Association to 
reach out in this constructive field and accomplish something 
of definite value to our membership. 


Presipwent Hutpert: Gentlemen, Mr. Roseberry has given 
us something to think about, surely. I should be glad to hear 
an expression from any of the delegates present ont his plan 
proposed by Mr. Roseberry. Did you suggest, Mr. Roseberry, 
that you thought a committee ought to be appointed to go into 
this thing? 

Mr. Roseperry: My suggestion, Mr. Chairman, was that 
unless the Association would commit itself to some financial 
support in one fashion or another, or authorize a committee to 
ask for voluntary subscriptions, it would be futile to undertake 
the investigation. The committee might further study the 
problem of research and report back to this body later. 

PresipENtT Husert: Well, I take it for granted that no 
large appropriation could be expected from the general treas- 
ury of the Association. 

Mr. Roseserry: Yes, I think that is conceded. 

PresipENtT Hupert: That could hardly be expected. 
There are several members of the Finance Committee here. 
If they feel like volunteering this appropriation, we will be 
glad to hear from them, but I assume we can not expect it 
from them. 

Francis H. Sisson, Vice-President Guaranty Trust Com- 
pany, New York: Mr. President, may I suggest this by way 
of personal experience? Some years ago the railroads of 
this country found themselves in a very disorganized situa- 
tion and without adequate data on which to present their ap- 
peal to the public, and under the guidance of the Association 
of Railway Service, which was then organized, the Bureau 
of Railway Economics was organized at Washington, of 
which I had the honor to be the head at the time, in which 
we built up for the railroads just this sort of statistical 
background that Mr. Roseberry is advocating for our own 
institutions. It has been of absolutely invaluable assistance 
to the railroads in presenting their case to the public, and 
without it I am quite sure we would not have had the rail- 
road legislation we have had in the past few years, the rail- 
road rate increases so necessary, or the cooperative activities 
of the government or of business bodies. At Washington 
that bureau in the first place was started, and it cost $30,000 
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or $40,000 a year. The expense of operating it has run up 
until it is now about $70,000 a year. However, we have built 
up there the largest railroad library in the country, or in the 
world for that matter, with an adequate staff of statisticians, 
who are consulted not only by the railroads in support of their 
own action, but by Congress, by the Interstate Commerce Com- 
mission, by writers and speakers of all sorts, and they are 
able to immediately produce the facts and figures about 
transportation and all of its ramifications in this country. 
It gives the railroads the opportunity to present their case to 
the public as they never could otherwise, and my own hope 
and ambition is that the day will come when the bankers of 
this country will have the same kind of statistical background 
from which to present their case to the public; and when an 
onslaught is made on bankers for interest rates that are too 
high, or for practices that are not in the public interest, or 
for any other assumed situation, that there can be immediately 
supplied the facts and the figures upon which a sound argu- 
ment can be built, without the expression of mere personal 
opinion or any individual assuming responsibility for speak- 
ing for a group, which he can not properly represent without 
authority. And that day, I am sure, will come; and if it 
might come through any agency of the Trust Company Sec- 
tion, we can be the pioneers in well doing in this sort of 
work, as we have been in perhaps some other branches of 
group activity, like our publicity department, etc., because it is 
the only basis upon which public presentation can be adequately 
given and upon which public opinion can be adequately 
effected. And we heard this morning, those of us who at- 
tended the session, from the brillant and persuasive oration 
of Mr. Suzzallo how much that might mean for one of our in- 
stitutions and to the American people as a whole. I hope some 
steps can be initiated which will lead to that sort of results 
sooner or later. ‘ 

PRESIDENT HuLBert: Well, most of us here heard Pres- 
ident Drum’s address yesterday, and I have had some personal 
conversation with him, and my impression is that the thought 
runs only along the line of research in regard to business 
conditions throughout the country in various localities, and 
probably would not cover what Mr. Roseberry has in mind. 

Mr. Sisson: It would be very easy to add that on, though, 
Mr, President. 

PRESIDENT HuLBert: Yes. It seems to me if we really de- 
sire to accomplish anything along this very constructive sug- 
gestion, we should have a committee appointed. I would be 
glad to entertain a motion that such a committee be appointed, 
to consider this matter further and report perhaps to the 
Executive Committee later, rather than to another meeting 
of this body. 

Frank W. Brarr, President Union Trust Co., Detroit. 
Mich., and ex-President Trust Company Division: Mr. 
President, may I make the suggestion that the whole matter 
be referred to the Executive Committee of this section, with 
power? It is a little bit uncertain, I think, just what Mr. 
Drum has in mind and just what the general association will! 
do. If the matter is referred to the Executive Committee of 
this section, it can take such action as it seems proper at any 
time during the year. With that in mind, I move that the 
matter be referred, with full power, to the Executive Com- 
mittee. 

The motion was duly seconded, put and carried. 

PresIpENT HuLBert: We expected to have with us today 
Mr. Booth, Vice-President of the Guaranty Trust Company of 
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New York, who was to speak to us on the subject of “The 
Need of a. World-wide Vision.” That is somewhat on the 
same line of thought that we are on at the present time. I 
will ask Mr, Sisson if he will give us Mr. Booth’s views. 

Mr. Sisson: Mr. Booth sent his manyscript to me, Mr. 
President, which I will read without revision, with your con- 
sent. 


The Need for a World-Wide Vision 
WILLIS H. BOOTH 


For three centuries after the first fringe of civilization 
was flung along our eastern shore we looked to Europe for 
help in developing this great land. Across the seas we looked 
for the markets for our products, largely agricultural, and our 
clipper ships sailed the seven seas and traded in many ports. 
In foreign lands we found the purchasers for our commodi- 
ties which gave us the buying power for theirs. We sought 
and obtained Europe’s money and men. But, as we con- 
quered the vast wilderness and ever pushed farther westward, 
our vision increasingly turned inward, rather than outward. 

The acquisition of the Western Mississippi basin alone 
more than doubled the area of the United States and- gave 
our people the control of all the great river systems of Cen- 
tral North America. And almost immediately came the provi- 
dential utilization of steam in navigation, which solved the 
problem of using these wonderful waterways and facilitating 
the westward march of civilization. Then, all the internal 
conditions of the United States were completely altered by 
the introduction of railways. The locomotive came just in 
time and made possible the outburst of modern American 
life. The steamboat had materially aided western develop- 
ment, but the railways aided it far more. Cities and states 
grew “as if the oxygen of their surroundings had been sud- 
denly increased.” Vacant areas east of the Mississippi filled 
up; the long lines of emigrant wagons were replaced by new 
and better means of transportation, and more and more land 
was made accessible. 

Meanwhile, as our pioneer spirit blazed a trail toward 
the setting sun, the sea-faring heritage from the early colonists 
manifested itself in the development of a merchant marine 
that flowered in the famous fleet of clipper ships, which in 
1830 carried 94 per cent. of our imports and 86 per cent. of 
our exports. 

By 1903, the internal commerce of the United States ex- 
ceeded in magnitude the total international commerce of the 
world. By the end of 1908, the railways of this country 
exceeded the mileage of those of all Europe. The conquest 
of the wilderness was accomplished, the long period of inter- 
nal colonization was drawing to a close, and the United States 
was again looking outward, not only over the Atlantic but 
also over the wider Pacific, and was considering for the first 
time its position as a great world power. 


WE Are ONLy ON THE THRESHOLD OF POSSIBILITIES 


Today, despite the fact that the United States is far from 
fully developed, we command the preeminent economic place 
among all nations. With national wealth estimated at $300,- 
000,000,000 and with a national annual income of $60,000,- 
000,000, we are the wealthiest nation in the world and in all 
history. With foreign people owing us more than $15,000,- 
000,000, we are.the leading creditor nation of the world. We 
are disposed to attribute our creditor position to the war. 
As a matter of fact, the United States with its great wealth 
producing capacity and responding to natural forces, even 
without the war, would ultimately become a great creditor 
nation. The enormous destruction of wealth and the rapid 
movement of events which the war entailed, have put this 
country into a creditor position in an extremely short space 
of time and really before it was fully trained to adjust 
itself to its new responsibilities. The great waste of war 
has left the wealth of the world unevenly distributed. We 
have been the beneficiaries of this unbalanced condition. At 
the same time this destruction of wealth has restricted the 
capacity for credit of which it was the foundation. As the 
holders of a large share of the world’s tangible wealth and 
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in a large measure as the controllers of its credit we can 
not hold ourselves aloof from the obligations which our 
creditor position engenders in the world’s commerce and 
finance, 

The combined resources of our banks, exclusive of the 
Federal Reserve banks, exceed those of all other banks of the 
world combined. Forty per cent. of all the gold coin and 
bullion in the world is held in this country and underlies 
our credit structure, which is unequalled in volume and 
strength. The United States produces 20 per cent. of the 
world’s gold; 24 per cent. of the world’s wheat; 25 per 
cent. of the world’s dairy products; 27 per cent. of its 
cattle; 40 per cent. of its silver; 40 per cent. of its iron and 
steel; 52 per cent of its coal; 60 per cent. of its cotton; 60 per 
cent. of its copper; 66 per cent. of its oil; 75 per cent. of its 
corn; 85 per cent. of its automobiles. In brief, we contribute 
one-quarter of the world’s agricultural products; one-third of 
its manufactured goods, and more than one-third of its mineral 
products. 

Yet, we stand on only the threshold of our possibilities. 
We have scarcely more than scratched the surface of our 
vast, almost inexhaustible natural resources. And we have 
only begun to visualize, much less materialize, our unpre- 
cedented opportunities. We must continue on the path of 
development which we are treading. This requires that we 
measure up to the obligations which new circumstances im- 
pose upon us. There can be no turning back, even if we 
would. And, notwithstanding that we are nearer economic 
independence than any other nation, from now on we must 
increasingly look outward. Our vision can no longer be 
bounded by the Atlantic and the Pacific, the Great Lakes 
and the Rio Grande; it must encircle the world. 

There can be no permanent peace while famine and unrest 
stalk through large sections of the world. It is equally ob- 
vious that we cannot correct all the world’s disorders. We 
are a practical people and naturally restrict our consideration 
to the elements with which we can effectively deal. Every 
day gives additional evidence of the unfavorable reaction of 
conditions abroad upon our own welfare. And these reactions 
touch directly upon our so-called domestic policies. Taxes 
and tariffs, foreign trade, immigration, limitation of arma- 
ment, refunding of war debts, private credits, exchange, 
government loans, moratoria, finance, and many minor con- 
siderations are all part of the picture. 

We cannot review any of these vital factors in terms of 
our own needs exclusively. We realize that no panaceas are 
available and that lasting progress can only be attained by 
the orderly operation of fundamental economic laws. It calls 
for national policies and practices whereby with a minimum 
of sacrifice we can obtain the greatest effect in the restora- 
tion of the world’s equilibrium. 

In this connection it is only necessary for us to review 
our own history to find helpful guidance. One hundred years 
ago a struggling nation, we had many of the same problems 
that the new nations in Europe and throughout the world have 
today. Blest with Anglo-Saxon stability, we were not exposed 
to violent political disorders. This fact, coupled with our 
great wealth of natural resources attracted capital from the 
creditor nations of the world and the development of the 
wealth-producing factors of this country went on apace. 
History must repeat itself, except with the conditions changed. 

At the proper time we must make investments, not so 
much in government loans, as in the industries of other coun- 
tries in order not only to benefit ourselves and our commerce, 
but that by so doing the wealth producing capacity of the 
world will be increased and thereby the wastes of war sooner 
replaced. 

Of course, our own country in its growth will have great 
demands for capital and it is going to be a question of fine 
discernment whether any given amount of capital should be 
employed at home or abroad. On the wisdom and good judg- 
ment of the bankers of this country will largely depend the 
rapidity with which normal conditions are restored. 

It means that the American people must ultimately become 
a nation of commercial colonizers as distinct from political 
colonizers, The willingness of a nation to sanely advance 
industrially beyond its own borders after the wealth- within 
such borders has been reasonably well determined, marks its 
ability to progress. 
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America will represent the first real expansion in history 
which will not be associated with territorial aggrandizement. 
It will be an interesting movement to study and as banking 
is only the concrete evidence of business, our problems of 
foreign finance represent the problems of this business expan- 
sion. 

It would be unwise to suggest that our new role as com- 
mercial colonizers, even with our financial machinery per- 
pected, can be rapidly accomplished. No changes of such 
a far-reaching character can be safely done except with 
greatest care. It is therefore a matter of no small gratifica- 
tion that President Harding has recently voiced a policy 
which, in operation, will give proper protection to the rights 
of American business abroad. This was a primary considera- 
tion and no effort abroad regardless of its urgency could be 
safely founded until this policy becomes not only temporarily 
but for all time controlling in our international thought. 

Also, we cannot be unmindful of the fact that credit and 
investment, especially of a long term character, depends for its 
stability upon permanent political order. Capital will be at- 
tracted to countries in which it is not jeopardized by the danger 
of either political upheaval or confiscatory taxation. We will 
be wiiling to play our part, but if investment in any country is 
made undesirable for the reasons given, then the fault does not 
lie with us. 

Further, the variations of credit risk will be dependent upon 
the willingness of the country interested to levy and collect 
taxation in sufficient measure to meet the budget, after first 
introducing the necessary economies. The ability of a state to 
so levy taxation without the danger of disturbing its political 
order is the measure of the stability of its institutions. The 
most trying situation which we will have in the application of 
this rule will be, of course, in the newer countries of Europe, 
whose financial necessities are most acute but whose credit 
values are much harder to determine. Suffering from widely 


inflated currencies and with disorganized political, economical 
and financial conditions, our steps will have to be taken slowly 


and carefully. Work and frugality alone can put value behind 
nations suffering from currency inflation and deflation, but 
this process is bound to be a matter of slow accomplishment. 
In this connection and emphasizing our new international sta- 
tus ‘in some cities in-Central Europe today, United States paper 
currency is the most standard measure of value and it is freely 
used in business transactions. It is very probable that this use 
will increase and spread as did the use of the Mexican silver 
dollar in China. 


ViTaAL IMporTANCE OF ForEIGN TRADE 


Our foreign trade policies must be constructive. We can 
no longer look with comparative indifference upon our exports 
as comprising too small a part of our total trade to be a matter 
of serious concern when they fall off. While they may consti- 
tute a relatively small percentage of our aggregate trade (ex- 
ports being estimated at 10 per cent. in 1919), they are a very 
important percentage of many of our crops, especially cotton 
and food products, and as such make the difference between 
stagnation and prosperity in many industries, in view of the 
concomitant development of our productive capacity. Gener- 
ally speaking, from one-fifth to one-third of our wheat is ex- 
ported and from one-half to two-thirds of our cotton. Already 
we have witnessed the products of field and factory piling up 
in granary and warehouse because of the falling off of foreign 
buying, and are confronted with one of the gravest unemploy- 
ment problems in our history. 

It has been aptly stated by the Federal Reserve Board that 
“the significance of foreign trade is found in the fact that it 
affords a stabilizing factor which influences both prices and 
amount of output. It enables concerns which miscalculated the 
strength of domestic demand to find outlet for products which 
would otherwise be unavoidably carried over, while, on the 
other hand, it renders possible the filling of domestic demand 
or of requirements that might otherwise have to go unsatisfied. 
From the price standpoint the effect of foreign trade is im- 
portant because, as is well known, only a small surplus is 
necessary in any given line of goods to drive down prices of 
such articles, while a relatively small shortage as compared 
with supply exerts a much more proportionate influence in 
advancing prices. In most industries it is out of the last 10 
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per cent. or 15 per cent. of volume that the real profits are 
derived. 

The future of our foreign trade, as well as our domestic 
commerce, rests not so much on government and politics as 
upon the wisdom and sagacity of our business men. When 
foreign exchange rates were “unpegged” by the governments 
concerned:in their regulation in March, 1919, and in the follow- 
ing month the United States government announced that it 
would make no further advances to foreign countries, the busi- 
ness of financing our foreign export trade was again placed in 
the hands of the American people and rightly returned to pri- 
vate channels and enterprise, with the exception of such 
governmental assistance as could be afforded by the revived 
War Finance Corporation. 

The American dollar now stands at a premium in every 
important financial market of the world, and it is this premium 
that is causing most of our troubles. 

It cannot be too strongly emphasized that in the final anal- 
ysis, international business must consist in the exchange, 
directly or indirectly, of goods and services for other goods 
and services with the trade differences settled in either gold 
or credit. It is only by this interchange that the exchange 
handicap, which is taking buyers from our American markets, 
can be overcome. In order to provide a sustained market for 
our surplus manufacturers, which make up 50 per cent. of our 
exports,-we must have a regular and increasing supply of many 
commodities which are not produced in the United States, or 
which are produced in such small volume as to be entirely in- 
adequate for our requirements. We are justified in preventing 
dumping, but we must draw upon other countries for raw 
materials. We must obtain manganese from Russia, India and 
South America, quebracho for our tanneries from Argentine, 
crude rubber from Brazil and the Straits Settlements, nickel 
from Canada and New Caledonia, tin from the Malay Straits 
and Bolivia, raw silk from China and Japan, clothing wools 
from Australia and Argentine, jute from India, flax from 
Russia and Belgium, sisal from Yucatan and a mass of other 
raw materials vital to our industrial life. 

From the strictly financial point of view, when we con- 
sider the debts owed by foreign countries to the United States, 
debts which are so great as to put the possibility of payment 
in gold entirely out of the question, it is a matter of concern 
that we shoul@ seriously propose to erect additional heavy 
barriers against payment in goods. 

In September, 1920, the Federal Reserve Board estimated 
there was due us from abroad an unfunded balance, created 
since the armistice, of $3,000,000,000. The same authority 
estimates that by the end of June, 1921, taking into considera- 
tion our favorable trade balance, less all offsets, this amount 
has been increased approximately by $1,500,000,000. If this 
be added to the previous estimate, it gives us between 
$4,000,000,000 and $4,500,000,000 of unfunded debt created 
since the armistice. 

This great amount, equal to about 20 per cent. of our entire 
war debt obligations, and the evident inability of the debtors 
to settle, emphasizes our commercial interdependence. Ex- 
change conditions get worse. These balances cannot be settled 
in gold, so must wait on either credit or goods. But it would 
be idle to force production in European factories, even if it 
were possible, until the consumer demand throughout the 
world increases. The demand by all logical reasoning should 
begin in the United States and doubtless will so begin when 
the agricultural population is satisfied with the prices of manu- 
factured goods, when the wage return in industry and agri- 
culture are more closely harmonized. In other words, the re- 
duction of consumer demand, while evidently local in its 
causes, is world-wide in its effects. In the same manner the 
settlement of the German indemnity is a matter of distinctly 
American concern. No financial operation of such magnitude 
can be contemplated today without our participation and the 
direction which such participation will take and its effect upon 
our conditions is a matter of serious apprehension. 


FINANCIAL PIONEERING 


It should be a source of gratification to the American Bank- 
ers Association, as I am sure that it will eventually become a 
source of profit, as well as pride, to the nation, that some of 
our bankers and financiers have taken thought of the situation 
and have endeavored to afford more adequate facilities for the 
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financing of our foreign business. They have been pioneers 
in many respects. They realized the difficulties in front of 
them, and some have incurred penalties which are not infre- 
quently exacted of pioneers in every field of endeavor. But 
we should remember that the penalties paid by the pioneers are 
the costs of the foundation upon which those who follow build 
their profit. The pioneers at least have the satisfaction, how- 
ever, of knowing that they possessed the vision and the courage 
to blaze a trail in international banking and commerce for the 
benefit of American business interests, and indirectly, but none 
the less valuable, for the American peop'e as a whole. Whether 
or not their efforts have succeeded as well as was to be hoped 
is not of so much consequence as the fact that they made the 
effort to develop our international banking on a scale adequate 
to the demands of our new economic position and to the de- 
mands of a world-wide situation. Regardless of present diffi- 
culties, much of what has been done has been fundamentally 
far-sighted and constructive. It will bear golden fruit in due 
time, and that is the paramount consideration. 

There is perhaps not a very clear understanding by the pub- 
lic in general of the functions and the limitations of service of 
international banks, in relation especially to our export trade, 
as is evidenced by the thoughtless criticism in some unin- 
formed quarters that our banks have not properly supported 
our trade. - 

One of the greatest tasks which confronted the American 
business man at the outbreak of the war was the provision of 
adequate banking facilities to take care of an increase in 
American exports, which amounted to 109 per cent. at the 
time the United States entered the war. Huge foreign depart- 
ments had to be created and personnel expanded to an extra- 
ordinary degree in many of our leading financial institutions. 
Branch banks had to be opened or greatly extended. Credit 
had to be granted for every kind of commoditv. Hundreds of 
new exporting firms sprang into existence and all of them 
clamored for banking accommodation. The credit depart- 
ments of some of the banks were forced to double, treble and 
quadruple their personnel to protect their interests. Banks 
which in pre-war days had foreign departments of a dozen or 
so employes, found themselves in 1920 with foreign depart- 
ments of several hundred employees. Operations in foreign 
exchange, which were formerly: quite insigrfificant, grew to 
such an enormous extent as to necessitate the employment of 
experts with large staffs. Transactions in foreign bonds and 
stocks increased at a tremendous rate and statistical depart- 
ments had to be set up to furnish clients with accurate infor- 
mation. 

The handling of our foreign trade during the war depended 
to a greater extent upon the activities of the banker than upon 
those of any other single agency at the command of business. 
It was the banker who translated our business ways to the 
thousands of new foreign customers and translated the ways 
of those customers to our merchants and manufacturers. For- 
eign trade information departments were set up to advise the 
customers of these international banks regarding trade oppor- 
tunities, and to provide them with data on marine insurance, 
freights, forwarding, customs and shipping documents, to pre- 
pare reports on the needs of specific countries and follow the 
trend of the commodity markets. 

Born of this war-created situation, one of the greatest boom 
periods in the history of America has been followed by a 
period of deflation. The readjustments during the latter period 
have been violent and painful. The collapse in prices which 
started at the close of last year, together with the cancellation 
of orders on an unprecedented scale, threw a heavy burden 
upon our financial institutions. In every port in the world and 
on nearly every ship on the seas there were American manu- 
factured goods and American raw materials and food stuffs 
on which the American banks loaned money in fulfillment of 
the duty which they had taken upon themselves of financing 
our greatly increased foreign trade. 

The American banks have faced this unique situation with 
courage and have worked their way through these difficulties. 
Our banking system has revealed its inherent strength under 
the most adverse conditions. Although the deflation since No- 
vember, 1920, has been unprecedented, there have been no seri- 
ous financial failures. American business is on a far safer basis 
today than it was a year ago, when we were at the peak of 
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the war boom and were wondering how we were going to get 
down to normal. 

The present world situation is admitted!y a difficult one. The 
banks are as much concerned as any branch of business in find- 
ing a solution for existing economic problems and are com- 
mitted by self-interest to the support of any safe po-icies which 
will aid in creating better conditions. - All that should justly 
be asked of the banks is that they “carry on” to the best of 
their abilities under these trying conditions. There are no 
panaceas or nostrums for the problems presented. 


Our NATIONAL EQUIPMENT 


The opportune passage of the Federal Reserve Act just 
before the war led to a striking development of our banking 
system abroad, and today there are American branch banks 
in many important commercial centers in Europe and, in 
fact, throughout the world. The necessary financial organiza- 
tion to render every phase of foreign banking service is now 
well established. The former lack of a merchant marine 
no longer exists. There has been also, a notable broadening 
of the mental outlook of the American people with respect to 
foreign affairs. Branches of American firms are now to be 
Soul tei practically every country. The number of men 
trained in foreign banking and foreign trade technique is 
constantly growing, although this is still the one comparatively 
weak element in our organization for the vigorous promotion 
of overseas trade. And in this respect we must, perforce, 
learn a lesson from the foreign trade history of older peoples, 
particularly the British. 

The development of foreign trade by the United States 
implies not only education acquired by experience and even 
by mistakes, but also the development of trained men. The 
pressure of population and industrial production which com- 
pelled England and Germany to send their trained commercial 
emissaries throughout the world has not existed in the United 
States, although other influences are now working to force 
such a necessity upon us. If we are to succeed in that field 
of endeavor, however, we must study the experiences of 
other nations, profit by their mistakes and pursue their success- 
ful policies as far as possible. The development of an efficient 
consular and commercial system by our government is also 
one of the prime necessities of success in this field. We must 
study the credits, the markets and the methods of all the 
foreign nations with whom we deal more thoroughly than 
ever, before our foreign trade can be conducted upon a safe 
and profitable basis. 

Further, when we analyze the character of the export 
trade of the nation today, it is at once clear that there is 
little likelihood that it can be won away from us to any 
disastrous degree, if we are reasonably efficient in supporting 
it, and the buying power of the foreign markets can be 
restored. In 1920, there were sixteen classes of commodities 
of which we exported more than $100,000,000 in value in that 
year. These were, in the order of importance, raw cotton, 
wheat, coal and coke, automobiles, unmanufactured tobacco, 
cotton cloths, wheat flour, lubricating oil, bacon and lard, illu- 
minating oil, copper products, rye, iron and _ steel plates, 
leather and gasoline. The total value of these sixteen classes 
was in excess of $4,000,000,000. That of cotton alone was 
$1,136,409,000. 

The advantages which we possess for the production of 
most of the commodities in this list, in relation to-any possible 
competition, are well known. These exports are specifically 
the evidence of exceptional natural resources and, as in the 
case of automobiles, for example, unusual achievement in 
quantity production. In cotton we possess a world monopoly 
and, although strenuous efforts are being made to develop 
other cotton-growing areas, is seems very unlikely that our 
relative position can be seriously disturbed. In other agricul- 
tural products which we export on a large scale, we should 
hold our place if the efforts of our highly organized Depart- 
ment of Agriculture and other similar agencies, which are 
constantly spreading instruction in this field, continue to 
function efficiently. 

Special skill in design in machinery of many kinds has 
created a world demand for American products, which, no 
doubt, will continue. Our exports of coal are increasing and 
more efficient production and transportation should add to 
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the importance of this product in our overseas trade. In 
due course of time American bunkering stations will be es- 
tablished on ocean routes and these will enable us to meet 
British and other competition on still more favorable terms. 
No doubt there are many classes of manufactures in which 
we will not be able to hold the export trade that the war 
temporarily diverted to us, especially those articles in which 
labor cost is so much higher in the United States than in 
Great Britain, Germany, Belgium or Japan. Such competi- 
tion can be overcome by more efficient production or by meet- 
ing more closely the foreign labor.costs of these products. 


RELATIVE IMPORTANCE OF FOREIGN MARKETS 


When we weigh the relative importance of our overseas 
markets, it is emphasized that Europe is by far our greatest 
foreign customer. As normal conditions are restored, Eu- 
rope will demand our cotton, metals, food products and other 
commodities in customary volume. More than half of our 
total exports go directly east across the Atlantic. [t is for 
this reason that the prompt rehabilitation of trade and indus- 
try, production and consumption in the United Kingdom 
= on the continent are so vitally important to the United 

tates. 

Our near neighbors—Canada, Mexico, Cuba, and other 
countries north of the Panama Canal—take about one-fourth 
of our exports. We have a special advantage in the Cuban 
market, through the tariff preference accorded to American 
products. We can seriously affect the volume of our con- 
stantly growing Canadian and Mexican trade only by legisla- 
tion or diplomatic action, but if these are wise, we need have 
little fear with respect to the future of our commerce with 
these countries. 

The South American market is apt to be somewhat out 
of perspective in the conception which many Americans have 
of our foreign trade. While it does constitute a great poten- 
tial outlet for our products,‘ its seventy-odd millions of people 


in 1920 bought less than 8 per cent. of our exports. g 
much of our present trade there is likely to shrink and, 
fact. is now shrinking as a result of keenly renewed pte 


petition from Europe. Both racial ties and means of trans- 
portation, combined with large investments of European 
capital, tend to bind these Latin republics far more closely 
to European sources of supply than to our own. The per 
capita purchasing power and the standards of living in most 
South American republics are comparatively low, with the 
exception of the Argentine Republic which holds an excep- 
tionally high record in purchases from foreign markets. Our 
future trade in this part of the world is probably secure with 
respect to a considerable number of export products, such 
as coal, for example, but its development on any ascending 
scale in the face of active competition from Great Britain, 
Belgium, Germafiy, Italy and Japan will be the result of 
further investment of American capital there, in addition 
to large interests which we now hold in mining, oil and in the 
meat-packing industry. If we are not prepared to do this, 
our trade with South America will continue to constitute 
a relatively minor proportion of our overseas commerce. 


Tue Far -East 


When we turn our eyes across the Pacific towards the 
markets of the Far East, we see, as in South America, that 
the future of our trade there will depend upon the initiative 
and vigor with which we seize the opportunities to share 
in the development of countries where little progress can 
take place without aid from Occidental nations. India may 


be considered as, in the main, a market preserve for British 


manufacturers, but in spite of this, America in recent years 
has gained a: considerable trade there in such exports as 
automobiles and certain other manufactures of special type. 

There is now some American investment in the Dutch 
East Indies and in China. In the latter country especially, 
the United States may play an important and helpful role if 
it will, although the political problems of our relations with 
the East are admittedly still to be solved. Japan, as is natural 
enough, regards China as the logical market for her develop- 
ing manufactures, although the Chinese themselves are not 
entirely cordial to her commercial invasion, Japan already 
controls extensive coal and iron resources in China and in 
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Manchuria practically dominates the commercial situation. 
There are many hopeful indications, however, that a peaceful 
solution of the difficult situation in the Far East will be 
effected. 

In 1920,, we bought from Asia goods to the value of 
$1,283,801,000 and sold $772,000,000, or 9 per cent. of our 
exports. In markets of Africa, Australia and elsewhere, it 
is probable that we shall continue to enjoy a fair volume of 
export trade in selected commodities where our competitive 
position is strong. 


Tue Virat oF Topay 


In. closing, we believe that the vital necessity of today, 
if the prosperity of the world is to be renewed and if our 
foreign trade is to continue its development, is the prompt 
restoration of Europe. The United States cannot safely 
evade the duty of aiding in every way possible any plan which 
is economically sound and which promises to help the situation 
in that part of the world. Our strength should supplement 
Europe’s weakness for a considerable period before it can be 
fully restored to financial and commercial stability. Our as- 
sistance will naturally be through the shipment of food, raw 
materials, machinery and other supplies which will stimulate 
production and restore healthful economic conditions. Pay- 
ment to exporters must be made possible by a very consider- 
able American investment in long-term foreign securities, 
but the reward will finally be found in the stabilization of 
trade and finance in every country. 

The general policy in this country in regard to our over- 
seas responsibilities is gradually changing. While the vote 
at the last general election was considered by many as a 
mandate for isolation the very force of circumstances has 
made such an isolation impossible. As a result we are now 
represented at the meetings of the Supreme Council of the 
League of Nations and on some of the commissions dealing 
with the war settlements. That we must play our part is now 
beyond disprte and our obligation is to play as intelligent a 
part as possible. We must have the needed vision without 
being visionary and this will take much education in which 
the bankers of the country must function as leaders. Every 
congressional and presidential election in the future will have 
international issues and reactions involved. How important 
it 1s then that we should by an intelligent suffrage help our 
own country to assume a rationally constructive policy in the 
world’s affairs. 

We believe that the passions of war are slowly but surely 
dying out in Europe and that the normal impulses of men 
for useful and sustained production are returning to popula- 
tions at present struggling against appalling handicaps which 
they cannot overcome alone. Our assistance is almost im- 
perative, as‘ America leads in the control of resources which 
can help most effectively. Increased thrift and greater effi- 
ciency in production undoubtedly will be called for on our 
part, in view of the important domestic industrial and finan- 
cial difficulties with which we have to deal. 

It may seem strange that we should suggest that the 
United States should make special effort and subject itself 
to sacrifices in order to assist Eurorean nations at a time 
when conditions at home are not as prosperous as they might 
be, and ultimately will be. but to many of us it appears that 
such effort and sactifice are essential and that our own well- 
being cannot be protected unless we follow this policy. The 
nations of the world are now so dependent upon one an- 
other and upon the constant flow of products between them 
that full prosperity cannot be regained in any unless the 
present conditions which clog and interrupt this flow are 
overcome. 

Unless all countries cooperate in the task of restoration, 
each will suffer from the continuance of such conditions of 
unemployment and financial and trade stagnation as are now 
to be seen in Central Europe. 

The statement that “in America lies the hope of the world” 
has been heard again and again in recent months from 
European observers of world affairs. And it is true in a 
very real sense in trade and finance that the wisdom of the 
policies adopted and the action taken by this nation will have 
a dominant influence upon the prosperity of every country 
during the years immediately in the future. 
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Above all there must be created here a widespread na- 
tienal impulse to aid in this present economic crisis of the 
world, an impulse similar to the almost universal interest 
which swept our people forward in their efforts to win the 


war. Then, appeals to service found a full response. It is 
plainly much more difficult to create the needed initiative 
now in the face of the present domestic financial and business 
problems, but, when the true relationship between those prob- 
lems and the foreign situation is fully comprehended, the 
need for a national impulse to help ourselves by helping others 
rehabilitate themselves economically will be self-evident. It 
will not be necessary then to demonstrate that the prosperity 
of all other nations, as well as our own, depends upon the 
courage and energy of America in throwing the weight of 
our financial aid into renewing the industry and trade of 
other countries. The risks of the task are patent enough, 
to be sure, but America is strong enough to accept them— 
and eventually she will accept them, for she must accept 
them. 

It is of great importance to discuss such questions as 
these on the Pacific Coast, as the war has unquestionably 
made the Pacific the ocean of the future. The problems that 
we find in the Pacific will run around the world and come 
back to us on the Atlantic—which means a world-wide view 
is the only view that we can take. And we have the right 
to hope that the American Bankers Association, spreading 
from the Atlantic to the Pacific and representing directly or 
indirectly all interests of this great nation, should be in the 
lead of a campaign of education by means of which this 
nation shall realize its serious international responsibilities 
and be fitted to discharge them in full. 


PresipENtT Hutsert: Gentlemen, I know you will give the 
next speaker a warm greeting, as he comes from close associa- 
tion with our distinquished member, John W. Platten, Presi- 
dent of the United States Mortgage & Trust Company. I 
take great pleasure in introducing Frank J. Parsons, Vice- 
President of that company, who will speak to us on “The 
Spread of Community Trusts.” 


The Spread of Community Trusts 
FRANK J. PARSONS 


I had an illustration on the way out here of the ex- 
treme care which we bankers have to exercise at all 
times. I was seated in the very comfortable diner of the 
Santa Fe train coming over the desert, and a very quiet un- 
ostentatious gentleman was seated next to me, and we became 
engaged in conversation, as one does in coming across those 
long stretches of desert. I learned that he was none other than 
Mr. Al Jennings, the reformed ex-bank robber and train rob- 
ber. I said to him, “Mr. Jennings, I wish you would tell me 
a story out of your experience that I can give to the bankers 
out in Los Angeles.” . “Well,” he said, “I think I can do that.” 
And he told me of his experience in being confined to the 
state penitentiary in Columbus, Ohio for an offense which, by 
the way, he claimed he never committed. His position there 
was similar, as he put it, to the room clerk in a hotel. He 
had to assign the guests to their respective tiers, and he said 
the accommodations were not very good. There was, how- 
ever, a particular section which was reserved for bankers, of 
which there was always a large number present at the jail, 
and he said the reservations and the accommodations there 
were rather unusually good,—so much so that it was always 
a sort of a rivalry to see who could get up into the bankers’ 
tier. And he said, “I rather thought I would like to be trans- 
ferred myself. It was a little difficult because there were 
always crowded conditions there; but, being in control, I fin- 
ally managed to arrange it.” And he said, “The first morning 
I appeared for exercise after the transfer, an elderly embez- 
zler said to me, ‘Mr. Jennings, are you a banker?’ ‘Well, yes, 
in a sort of a way, I am.’ ‘Well, are you national, or state, 
or savings?’ ‘Oh, hell,’ ” he said, “‘I never discriminated ; 
I robbed them all.’” 

We were admonished by our worthy deputy manager here 
to make our papers snappy, in the vernacular. That reminds 
me of the story of a very successful darky preacher. When 
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pressed for an answer as to the success of his messages, he 
put it this way: “First, I takes a text, and then I explains 
it, and then I expounds it, and then I puts in the razzin.” I 
take it we are expected to take a text, but cut out the explana- 
tion and exposition, and put in the “razzin.” That is a little 
difficult for a man who has been trained along conservative 
banking lines for a good many years. You know if we get 
very enthusiastic about a subject, we are apt to come to our 
senses and find that the other fellow has got the money and we 
have got the experience. However, it would not be very diffi- 
cult for me, if I could throw away the experiences and lessons 
of twenty-five years of trust company experience to get rather 
enthusiastic about the possibilities of this community trust 
movement. When I survey the history of charitable bequests 
with a full realization of all of the splendid things that have 
been accomplished and of the unselfish things that have been 
done, I am still impressed with the vast amount of .overlap- 
ping, the vast amount of waste, of inefficiency, of condi- 
tions which have changed since the donor made his gift, of the 
lack of machinery hitherto set up to meet those changed con- 
ditions. In this community trust movement, as I see it, pro- 
perly understood, with its possibilities appreciated, I see a 
possibility for a tremendous betterment in the method of dis- 
tributing the charity of a community. 

As you all know, the essence of this plan is simply the 
making of the gift to a trustee; a competent, capable trustee, 
in trust for the charity. Now that is a big gain. That means 
that the principal is not going to be dissipated; it is going to 
be invested; it is going to be kept intact, humanly speaking, 
for all time. That is a tremendous gain. And then, in the 
second place, the setting up of an impartial committee, repre- 
senting the community as a whole, with no particular interest, 
and viewing the community and its charitable needs from that 
standpoint, changing with the times and therefore capable at 
all times of making the gift, making the income applicable to 
the current need, as nearly in line with the desires of the 
original donor as changed conditions will permit. Now that, 
I maintain, is another tremendous advantage. 

Now, that you may say is from an academic or a theoret- 
ical standpoint. This movement is a new movement, inaugu- 
rated perhaps only eight years ago in Cleveland, but we are 
beginning now to get some concrete facts to support our faith 
and to encourage us for the future. 

In Cleveland they have, in gifts under wills, and in living 
trusts, something like $100,000,000, to be received in due course. 
In the meantime they have very little income, but they are 
doing what to my mind is an extremely wise and useful thing: 
they are making careful surveys or studies of the need of the 
community along lines of education. There was Cleveland, a 
rapidly growing city, with a large foreign population, its 
schools manifestly backward, not turning out the type of boys 
and girls that fitted into the industrial life of the city. What 
more useful thing than to make an impartial, disintersted, 
high-class study of the lack, or the actual conditions surround- 
ing education in Cleveland? Now that was done, and from 
such observation and inquiry as I have been able to make, 
some of the very things brought out by the report, by the 
study, have been corrected by the mere publicity given to 
them, and, moreover, a background created for the use of 
those funds later on when they are available: 

Then the question of recreation, the question of delin- 
quency, are problems that enter into the city life from every 
angle; and only now they are getting out a tremendously 
interesting study of the administration of justice, a situa- 
tion which was admittedly very bad in Cleveland. The first 
volume dealing with that is now being published. Now 
those, I hold, are extremely valuable and useful things, and 
things which a community trust can properly do, and which 
perhaps no other body could successfully do and not be 
charged with favoritism or with a desire to get somebody 
or to have some political bias, or something of that sort. 

Since the Cleveland foundation was formed some eight 
years ago, forty-three community trusts or funds or founda- 
tions have been created. A review of the actual accomplish- 
ments in some of those cities might at first glance tend to 
a certain degree of disappointment. It must be considered. 
however, that the community trust plan embodies a relatively 
new and radically different method of making charitable pro- 
visions; and taking into account the slowness with which 
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changes of this character are adopted by the public, there is 
much of interest and encouragement in what has occurred. 
As has been stated in a previous report, the actual gifts 
made to the various trusts and the results accomplished seem 
to be in direct proportion to the time and effort devoted to 
the movement by the various trustees. 


Perhaps one of the most significant and important happen- 
ings affecting this whole movement was the formation of 
a committee on community trusts in the Trust Company Di- 
vision of the American Bankers Association. The oppor- 
tunity and influence for progress along right lines which 
such a committee can exert is very great. As an instance 
of this, the committee already has in course of preparation a 
compilation of data received from the various community 
trusts throughout the country concerning the actual status in 
the different cities, the methods adopted, and the difficulties 
with which they are confronted. Information is also being 
gathered through local sources of all important cases of 
obsolete or ineffective charities, all of which data it is 
planned to assemble in a pamphlet with such explanatory 
notes or articles as should make it a most important addi- 
tion to the subject. Another valuable aid rendered by this 
committee is the fostering of legislation necessary to a proper 
development of the plan. 

In this connection it was found that under the Revenue 
act of 1918 the income of charitable gifts to community 
trusts or to trustees in general, was taxable, and that the 
donor was not allowed to deduct such gifts up to 15 per 
cent> in making his individual return. This of course was 
of importance to all trust companies. With the advice and 
approval of the Executive Committee of the Trust Com- 
pany Division and with the assistance of counsel for the 
Association, an attempt was made to correct this situation 
by securing a favorable ruling from the office of the Com- 
missioner of Internal Revenue. While.meeting with a cer- 
tain degree of encouragement, it was deemed best to aban- 
don this plan and attempt to secure an amendment to the 
law. A bill was accordingly drawn, broad enough to cover 
charitable gifts to all trustees, and after a number of con- 
ferences with representatives of the Commissioner’s office, 
individual members of the House and others, the amendment 
was passed by the House committee and later by the House 
itself. For reasons which we have been unable to determine 
as yet, the House in passing the amendment confined it to 
gifts to or for the use of community trusts or foundations. 
An endeavor will be made when the bill comes up for con- 
sideration by the Senate to have the original amendment re- 
stored, exempting all charitable gifts to trustees to the extent 
indicated. 

I have already spoken of the situation in Cleveland, In 
Boston the community trust, known there as the Permanent 
Charity Fund, has taken an equally interesting but entirely 
different position with respect to the charitable situation. With 
actual funds in hand, largely undesignated, amounting to 
$4.340,000, an annual distribution approximating $250,000 was 
made for the year 1920 among ninety-six of the existing 
charities of the city, and this after only a reasonable in- 
vestigation of the work accomplished by these charities. It 
is significant in this connection to note that these grants are 
made in all cases without any obligation expressed or implied 
to continue the gifts as annual contributions. With this siza- 
ble income, and under the methods adopted of direct aid, 
it is undoubtedly true that the immediate effect upon the 
charitable situation in Boston is greater than in any other 
city where the community trusts exist. The effect also upon 
would-be beneficiaries will naturally be corrective. 

In Chicago, due in large measure to the generosity of the 
late N. W. Harrts, they have funds approximating $750,000, 
with disbursements to charities of some $22,000 in 1920. An 
interesting development there has been the creation of an 
advisory council comprising the heads of the leading finan- 
cial institutions, and which has been found very helpful. 
Here, too, the importance of disinterested surveys of condi- 
tiors has been stressed and studies have been made of the 
problems of Americanization and housing and the establish- 
ment of a bureau of surveys and exhibits accomplished. 


In talking to Colonel Ayres, the very able vice-president 


of the Cleveland Trust Company, who has done some of 
this survey work in connection with the Russell Sage Foun- 
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dation, he stated it as his ideal that the community trust 
should not engage in work which could be done as well at 
least by other organizations; that they should confine their 
activity, and they would get the best results by doing things 
that no one else was equipped to do properly, and in which 
they were able to get better results than anyone else. 

In Buffalo, the Buffalo Foundation, ‘one of the newer 
community trusts, embraces not only the city but Erie County 
as well, and the principle of multiple trustees has been 
adopted by some six institutions who are now acting as 
trustees for the foundation. To tide over the period when 
income from gifts under wills known to have been made 
will be available, and to provide for necessary studies and 


’ publications along charitable lines, a sustaining membership 


with nominal dues has been successfully worked out. A 
publication, covering the field of charities, recreation, etc., 
entitled “The Foundation Forum,’ is being conducted, the 
first perhaps of ‘its kind, although a similar paper, “The 
Equitable Monthly,” is issued by the Delaware Foundation at 
Wilmington, Delaware. I mention these things as showing 
the different forms that the work is taking in the different 
cities. An important work of the Buffalo Foundation has 
been the compilation of a directory of charities, the informa- 
tion in this respect having been very fragmentary and in- 
complete. The community trust is being used in some cities 
as the medium through which annual gifts to charities are 
being made, and consideration has been given to a working 
arrangement, at least, between various community chests for 
the collection and distribution of annual gifts and the com- 
munity trusts or foundations. 

The foregoing instances may be considered as typical of 
the lines along which this work will develop in the near future, 
the rate of progress, as previously stated, depending upon the 
extent to which the principles underlying the trust are under- - 
stood and advocated by the trustees. 

In New York perhaps the outstanding contribution to the 
movement as a whole has been the working out of the mul- 
tiple trusteeship plan, which, by the way, has since been 
adopted by some seven other cities, some of which had but 
a single trustee originally, and the emphasis which has been 
laid upon viewing the whole movement from a broad stand- 
point, taking into consideration the responsibilities involved 
and the possibilities for service, rather than‘ the strictly sel- 
fish view. It seems clear, moreover, that the publicity given 
to this movement has hastened the trend toward corporate 
trusteeships and has thus been of assistance to trust companies 
as a whole. We have also been instrumental in connection 
with the legislation referred to and the compilation of the 
data which is being received, and in general to lend our in- 
fluence to a sane and intelligent development of the com- 
munity trust plan. A number of our trustees have received 
gifts under wills, and in some instances under living trusts, 
but no income is as yet available for distribution. 

In conclusion, it may be said that community trusts, to 
the extent: that they have become operative, have worked 
along sound and useful lines and have been singularly suc- 
cessful in avoiding the pitfalls and dangers which were pre- 
dicted for them by those who were skeptical of the sound- 
ness of the principle or the practicability of its application. 
Further progress will depend in large measure upon the grasp 
by the various trustees of the social significance and impor- 
tance of the principles underlying the movement, the char- 
acter of the associations built up in the various cities, the 
wisdom of the initial steps taken and the individual devotion 
and energy of the trustees and others actively charged with 
responsibility for each particular trust. (Applause.) 


PresIwENT Huxpert: The Secretary has just received a 
telegram from Mr. Goff, of Cleveland, which I will ask him 
to read. 

Mr. Mersuon: This telegram should have been received 
in time to have been read with the others by Mr. Jackson 
yesterday. It is dated Cleveland, September 28, and was re- 
ceived here at noon today—evidently hand-delivered. It is 
from F. H. Goff, President of the Cleveland Trust Company, 
and former President of the Trust Company Section. 


“Hearty congratulations on the twenty-fifth anniversary 
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of the founding of the Trust Company Division. Be good 
enough to present my compliments to Breckinridge Jones, the 
founder, if present. Time has proved that he builded better 
than he knew. We will take just pride in the achievements 
of the past. They were worth the strugg'e. Guided as the 
Association will be by men of character and vision, I am 
confident the achievements of the future will be even more 
noteworthy.” 


PRESIDENT HuLspert: I am very glad now to be able to 
introduce one of my neighbors in Chicago, P. E. Hathaway, 
of the Northern Trust Company, who will speak to us on 
“Staff Relations and How to Develop them.” (Applause.) 

Mr. HatHaway: I received a telegram this morning ask- 
ing me if I would be kind enough to forward a copy of the 
address which I was to deliver before this convention. It 
made me rather uneasy, because I assure you what I have 
to say ought not to be dignified by the title of an address. 
It is a talk, pure and simp!e, and I will pare it right down 
to the bone. 

As you know, some time ago the Executive Committee 
of the Trust Company Division authorized the formation of 
a Committee on Staff Relations, with the personnel as indi- 
cated in the program. We are here for the ptirpose of for- 
mulating plans for the coming year and of perfecting our 
organization. So as a matter of fact we have not as yet 
anything to talk about as a committee. I had much rather 
stand before the convention a year from now and tell you 
what we have done, than to attempt to tell you now what we 
are going to do, or even hope to do. 

Naturally, the first concern of personnel work has to do 
with the development of the employees already on our staff, 
and especially the direction of those who come to us as be- 
ginners. Now, in order that this personnel or this training 
and development may be of the highest order, it is essential, 
of course, to realize that one of the most important things 
which we have to do is to make a careful selection of raw 
material. Industrial concerns as a whole have in the past 
been quite insistent in the selection of young men whose 
educational training and natural abilities seemed to make 
them best fitted to absorb the business details of the insti- 
tution which they are to enter, and thus become most valuable 
in the shortest space of time to those who employed them. 
During the past three or four years, there has been a move- 
ment on the part of many banks ‘to pick out the young col- 
lege men of special theoretical training along commercial and 
financial lines. It has been found that the best of these de- 
velop much more quickly than the young man who comes in 
with only a high school diploma. 

Under our old system, too little attention has been paid 
to the fitness of the individual, I think, for the particular 
work to which he has been assigned. If a man filled his 
post acceptably, he has been retained there, and little or no 
effort has been made to determine whether or not his natural 
bent better fits him for work in some other department, along 
possibly entirely different lines, which would make him of 
more value to the institution which he serves. By a system 
of internal development, and close personal observation, it 
is possible to place men and women at the work for which 
they are best suited. Sometimes, many times,—altogether too 
often, in fact—a man has been condemned because he did 
not do his work well, and no effort apparently made to dis- 
cover whether or not he was at all fitted for that work. My 
experience has shown me that close personal observation of 
the results obtained by every man on the staff of a bank 
will well repay the time and the money expended. 
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I am a great believer that in giving a man responsibility 
I will develop in him qualities of initiative which might other- 
wise lie dormant. In the institution with which I am con- 
nected, we have dvided our several departments into divisions, 
some large and some small. The head of each department is 
consulted from time to time as to the work his men are 
doing, and he is taught to understand that the accomplish- 
ment of good results must depend in a large measure upon 
his own efforts. In this connection, too, we have instituted 
a budget system by divisions. .Toward the close of the year 
each divisional head is consulted as to his possible needs in 
the way of overhead expense for the coming year, and each 
item is gone over very carefully. Once the appropriation has 
been decided upon, he is given to understand that the re- 
sponsibility is upon him to see to it that his expenses are kept 
within that appropriation, and there must be no over-expendi- 
ture, unless absolutely good reasons are forthcoming. The 
results of a newly established system of this sort are neces- 
sarily slow in appearing, but we have found that the division 
heads most worth while have not only entered warmly into 
the spirit of the undertaking, but in many instances have 
been quite successful. 

Until recently banks in general have not realized the de- 
sirability of, or rather the necessity for, training their men 
along banking lines; and it is the hope of the Committee on 
Staff Relations to formulate plans along training and person- 
nel lines which can be adopted by a majority of the trust 
companies, members of the American Bankers Association, 
Wonderful results can be obtained in the officers of our banks 
who will give some of their time to imparting their knowl- 
edge, gained through years of study and experience, to the 
men and women who work under them. The right sort of a 
bank officer will not only keep in mind what he can do for 
the good of the bank and what he can do to advance his 
own interest in the bank, but he will also have a broad out- 
look upon the situation and will realize, if he cares to take 
advantage of it, the bank offers a wide field for service be- 
cause of the opportunity offered for giving generous assis- 
tance to his fellow workers in the bank. I wonder how 
many of our bank officers think of that. They leave the 
training of these juniors, the young men and women, to the 
school teachers and ministers. To be sure, the life of a 
bank officer has been confining at best, but here before him, 
had he the breadth of vision to see it, is opportunity for real 
service in the way of giving advice, encouragement and prac- 
tical help to young men and women who in many cases need 
it very sorely, and who in altogether too many cases have 
never received it either from school or church or home. The 
more one thinks of it, the larger the possibilities loom. And 
yet I venture to question whether one out of a hundred bank 
officers has ever thought very seriously of what he might 
do, in any unusual way, I mean, to help those under him. 
You will remember, I am sure, the remark of Abou Ben 
Adhem, “Write me down then as one who loves his fellow 
men.” The whole thing is right in that one sentence. 

Now I think we should be careful to raise the plane of 
our juniors and make banking attractive to them, so that they 
will feel they are entering a profession which they can make 
their life work without misgiving. Our fellow bankers across 
the border have for some time realized the importance of 
selecting their juniors very carefully, not only with relation 
to their educational training, but also in regard to their 
family connections and adaptability to the work on which 
they are entering. Canadian bankers have for a long time 
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encouraged work in night school, and have provided funds 
for young men who wish to take up courses along banking 
lines and other courses of cultural value. 

Now, while the work of the nature upon which this com- 
mittee on staff relations is entering has been developed to 
some extent in the banks of the United States, the committee 
feels there is great need for an interchange of ideas; and one 
of the purposes of this committee, perhaps the chief purpose, 
is to provide a medium for such an exchange. To date, a 
great part of the work has been experimental, and beyond 
question many of the systems now in vogue can be changed 
advantageously. We feel that great progress can be made 
even during the coming year, but we realize too that a com- 
mittee of this sort, so different in a way, can accomplish no 
lasting good unless it has the hearty and the genuine codpera- 
tion of the officers of the banks. And I am here on behalf 
of the Committee on Staff Relations to ask you to give us the 
best that you have along these lines, because we have a firm 
belief that the results will be well worth while. I thank you. 
(Applause. ) 

PresIDENT Hutpert: It would not do to have a meeting 
of the Trust Company Division without exhibiting that sore 
thumb, the relations with the bar. We expected to have 
with us today Mr. Miller, another able member of the staff 
of the Northern Trust Company. In his absence, I will call 
on Mr. A. L. Lathrop, of Los Angeles, for some statement 
on this question. ( Applause.) 


Report of Committee on Cooperation 


with the Bar 


A. L. Laturop: Trust officer Union Bank and Trust 
Company Los Angeles: I have the honor to present the re- 
port of the committee on cooperation with the Bar, from Mr. 
Miller, who is not here. I will not read it in full, but the 
work of this committee during the year was devoted to efforts 
to harmonize the relations between the attorneys and the 
trust companies in various sections of the country, rushing 
to the assistance of the unfortunate trust companies who are 
beset, and in other instances extending a somewhat chasten- 
ing hand where trust companies were overstepping the bounds 
in the matter of advertising and ethics, as the lawyers view 
them. A summary of the report in respect to legislative ac- 
tivities induced by the attorneys, and the efforts to combat 
them, is as follows: In the state of Washington, which form- 
erly was more drastic than any other in legislation against 
trust companies even performing their legitimate trust func- 
tions, there has been a decided improvement in the attitude 
of the Bar toward trust companies and slight relief was se- 
cured at the recent session of their state legislature. In the 
state of Kansas a bill directed against trust. companies was 
killed, and in the state of Iowa one designed to take away 
powers from trust companies was also kept from passing. 
In Pennsylvania a commission was appointed to recodify the 
state banking laws, and there was inserted in the proposed 
amendment a section under which a trust company would be 
disqualified from acting under any instrument prepared by 
them. The recodification, however, was not presented to 
the legislature, and will, therefore, probably go over for a 
year or two, during which time it is hoped that the provision 
will be eliminated. In Massachusetts a strong fight developed 
in the legislature over the presentation of a bill which was 
designed to prevent trust companies advertising their trust 
business, but the bill did not pass. The excuse urged for 
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this proposed legislation was an advertisement of one trust 
company to which objection was taken. In California there 
has been, as you know, a very serious contest, which resulted 
in the passing of a law directed against trust companies, 
which is to voted on by the public in the state on a referen- 
dum. I will not attempt to report in detail as to that mat- 
ter, but would suggest that such report be asked for from 
one of the trust company men from California. 

Briefly, I might say in respect to the situation in Califor- 
nia that during the past few years there has been some in- 
creasing friction between the trust companies and the bar, in- 
duced not by the better and more substantial and older mem- 
bers of the bar, but by a younger set, who were not supported 
in their efforts unanimously by the members of the bar. This 
situation extended, and at two previous sessions of the legis- 
lature bills were introduced seeking to restrict the activities 
and the work of the trust companies and finally at the last 
session of the legislature a bill was passed. Now this bill was 
so broad in scope that it included under a prohibition of the 
practice of law by unlicensed persons, not only trust compan- 
ies, but banks generally, and various other organizations, not- 
ably boards of trade, real estate operators, and others who in 
the matter of the conduct of their current business have oc- 
casion to draw instruments and do other things which tech- 
nically probably is the practice of law. The matter being so 
broad in scope, was opposed not by the trust companies, but, 
in the first instance, by the California Bankers Association, as 
an association, and the matter of opposition to the movement 
is in their hands at the present time. 

In California we have a somewhat mixed blessing in the 
initiative and the referendum. When this bill became a law 
by the signature of the Governor, the referendum was in- 
voked, and, the necessary signatures having been secured, it 
became effective. This automatically prevents the operation of 
the law and stopped it until the people of the state have an 
opportunity to vote upon it, which will take place in November, 
1922. In the meantime it is probable that a campaign will be 
conducted to inform the people of the issues, and in order that 
they may intelligently voice their sentiments. 

The outstanding feature of interest in this situation, how- 
ever, is this, that for the first time in the history of the con- 
troversy between the lawyers and the trust companies the real 
people, the real parties in interest, those who are either being 
deprived of something, or who are having something saved to 
them, will have an opportunity to say what they think about 
it. In November, 1922, it seems to me, the eyes of trust 
company America will be turned toward California, because, 
as I say, for the first time in the history of this controversy, 
the people will have an opportunity to decide whether they 
wish the trust companies to continue to perform their busi- 
ness in the way they have been doing it, or whether they 
should be restricted in the manner in which the attorneys are 
seeking .to curb them. 

I thank you. (Applause.) 

CHAIRMAN: Next on the program is an address on the 
subject of “Payment for Service Rendered,” by George D. 
Edwards, chairman of the Committee on Standardization of 
Charges and vice-president of the Commonwealth Trust 
Company of Pittsburgh, Pennsylvania. Mr. Edwards is not 
present, and we will again call on Mr. Coverley to answer to 
this number on the program. (Applause.) 

Mr. Covertey: I will make this short and snappy. Three 
years ago the committee was appointed to work on the stand- 
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ardization of fees and get them on a scientific basis as soon 
as possible for the whole of the United States. A year later, 
two years ago, the committee presented its report, which was 
adopted in a tentative way by the convention, and the mem- 
bers of the Association throughout the United States were 
asked to experiment with the report and schedules presented 
for a year and to give the committee the benefit of their ad- 
vice. During that year the committee received a great many 
hundreds of letters, some complaining about this, and some 
suggesting that, and as a result, last year there was presented 
to the convention a schedule of fees which was adopted for use 
generally as a basis of compensation for the trust companies 
throughout the United States. During the year we have 
received probably 400 letters of commendation. I have here 
the gist of a great many of those letters, which I am not go- 
ing to read, but it seems as though the general schedule of 
fees which was turned in in the report last year has been quite 
satisfactory. 

Of course the schedule of fees will not fit every community. 
Each community has different customs and different practices 
and different theories on which it is worked. But from the 
reports we have received from the trust companies, they are 
endeavoring by the use of these schedules of fees to adapt it 
into a schedule which fits their own locality. For instance, 
California, at the present time is adapting a new schedule; 
they will have it done in thirty or sixty days. Now the sched- 
ule which fits California does not fit New York. New York’s 
customs are different from California. New York City, as I 
understand, has adopted a schedule of its own. New Jersey 


has just lately adopted a schedule of its own. The Miss- . 


issippi Valley necessarily will have to adopt a little different 
schedule from the main schedule or from the California sched- 
ule. But taking it all in all, the committee feels that a 
great deal has been accomplished, that small trust companies 
have been able to have a guide whereby they could conduct 
their business and charge for it, feeling that they were not 
doing it at a loss. The experience of the committee is that it 
stopped to a considerable extent the price cutting throughout 
the country. I know it has here in Los Angeles, where we 
are in a great deal better situation; and it has taught the trust 
companies to a certain extent that they cannot expect to grow 
and develop and be a good, genuine, up-to-date trust company 
unless they can get fees that are profitable to themselves as 
well as fair to the customer. With these things having been 
learned and gained by the efforts of the committee, I am sat- 
isfied that the Association has benefited to a large extent. 
(Applause. ) 

PresipeNT Hucpert: Mr. Coverley’s statement on behalf 
of the committee has been in my opinion altogether too mod- 
est. I think the gratitude of this division is due that com- 
mittee for the splendid work it has done, and I can assure 
Mr. Coverley that in our locality—and Mr. Hathaway will 
bear me out in that—it has been of a very great benefit, and 
[ am sure it has throughout the country. 

Now, gentlemen, it was expected and intended at this time 
that we were going to transfer the speaking from the stage 
to the floor. We did not intend to let you off here with being 
simply listeners, but, owing to the lateness of the hour, it 
seems best to adjourn this part of the program to the Mid- 
winter Conference. 

I will now call on Mr. Blair for the report of the Nominat- 
ing Committee. 

Mr. Bram: On behalf of the Nominating Committee, I 
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desire to present the list of names which I shall shortly read, 
the first five being suggested as members of the Executive 
Committee for the term ending 1924, the last name being sug- 
gested to fill the vacancy for the term ending 19%. I will 
say that the committee had under consideration a great many 
names, and in selecting the following it was governed to a 
certain extent, to a great extent in fact, by locations, it being 
sought, of course, as is the practice which has been followed 
heretofore, to distribute the Executive Committee as widely 
over the country as we could. We have taken further into 
consideration the services of men who have been active in the 
Association and have given it of their time. With that ex- 
planation, we desire to present the following recommendations : 

Francis H. Sisson, vice-president Guaranty Trust Com- 
pany ‘of New York; Uzal H. McCarter, president of the 
Fidelity Union Trust Company, Newark, N. J.; Thomas 
C. Hennings, vice-president of the Mercantile Trust Com- 
pany, St. Louis; L. H. Roseberry, vice-president of the Se- 
curity Trust and Savings Bank, Los Angeles; D. Ansley, vice- 
president of the Central Trust Company, San Antonio, Texas. 
And, to fill the-vacancy caused by the resignation of Mr. Mc- 
Lucas, William T. Kemper, chairman of the Board of the 
Commerce Trust Company, Kansas City, Mo. 

I désire on behalf of the committee to nominate these 
gentlemen for the offices of members of the Executive Com- 
mittee. 

PresIpENT Husert: Gentlemen, you have heard the report 
of the nominating committee. What is your pleasure? 

Mr. Hervey: Mr. Chairman, I move that the Secretary be 
instructed to cast the unanimous vote of the delegates pres- 
ent for those gentlemen to fill the offices. suggested. 

The motion was duly seconded, put by the Chairman, and 
unanimously carried. 

PRESIDENT Hutsert: The ballot has been cast, and Mr. 
Sisson, Mr. McCarter, Mr. Hennings, Mr. Roseberry and Mr. 
Ansley are elected for the terms expiring in 1924; and Mr. 
Kemper is elected to succeed Mr. McLucas, resigned. 

Now nominations for president of the Trust Company 
Division are in order. 

Wo. P. Gest, president Fidelity Trust Company, Phila- 
delphia, Pa.: I desire to nominate J. A. House, president of 
the Guardian Savings and Trust Company, of Cleveland,. now 
First Vice-President of this Division, and a man well known 
to all members of this Division, and much interested in the 
American Bankers Association for many years. 

Mr. Brarr: I second the nomination. 

HuLsert: Gentlemen, you have heard the nom- 
ination of Mr. J. A. House, which has been duly seconded, as 
president of this Division for the ensuing year. Are you 
ready for the question? As many as are in favor of this 
motion say aye. Opposed, no. 

The election of Mr. House was unanimous. (Applause.) 

Ex-Presipent Hupert: Mr. House, I congratulate you. 
Gentlemen, your new President. (Applause.) Will you take 
the chair? I believe there is only one more duty to be per- 
formed, and that perhaps can be done by the ex-president, 
and that is to call for nominations for Vice-President for the 
ensuing year. 

A. V. Morton (Vice-President Pennsylvania Company for 
Insurances on Lives and Granting Annuities, Philadelphia, 
Pa.) : I would like to place in nomination for the Vice-Presi- 
dency of the Division, Theodore G. Smith. Mr. Smith has 
been many years in the service of this Division, serving on the 
Executive Committee and has been a very efficient chairman 
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of the Executive Committee during the past year. I respect- 
fully place his name in nomination. 

Mr. Brair: I second the nomination. 

CuHamrMAN: You have heard the nomination of Theo- 
dore G. Smith, which has been duly seconded, for Vice- 
President of this Division for the ensuing year. Are you 
ready for the question? I take it you wish the secretary to 
cast the ballot, Mr. Morton. 

Mr. Morton: Yes, sir. 

Ex-Presipent Hutpert: The motion is that the Secre- 
tary be instructed to cast the ballot of this Division for 
Theodore G. Smith for Vice-President for the ensuing year, 
As many as are in favor of this motion say aye; opposed, no. 

The motion was carried unanimously. 

Ex-Presipent Hu.sert: The vote has been cast, and Mr. 
Smith is duly elected. ; 
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Gentlemen, I wish to again thank you for your patience 
with me in the past year. The meeting will now stand ad- 
journed. 


PresipeENT House: Pardon me, Mr. Chairman. I indeed 
would be ungrateful if I did not express to you my appre- 
ciation of the honor you have conferred upon me in electing 
me to the presidency of this division of the American Bank- 
ers Association. As I look over the list of illustrious and 
very successful men who have preceded me, I rather feel my 
weakness to perform the duties of the office of President of 
this Division in the manner in which it should be done, but 
I can only promise to you to do the best there is in me and 
to perform the duties of that office to the best of my ability. 
I thank you. (Applause.) 

The meeting thereupon adjourned. 


Advertising and Publicity Conference 


Monday evening, October 3, there was a well-attended bank 
advertising and publicity conference held under the auspices 
of the Public Relations Commission of the American Bankers 
Association and the Financial Advertisers Association in 
Choral Hall, Los Angeles. 

Francis H. Sisson, vice-president of the Guaranty Trust 
Company of New York and Chairman of the Public Relations 
Commission, presided; and the principal speaker was Thomas 
B. McAdams, the Vice-President and now- President of the 
American Bankers Association. Mr. Sisson dealt in a general 
way with the development in bank advertising and publicity 
and Mr. McAdams, in the course of his remarks, said: 

“No business is more misunderstood than banking. There 
seems to be a feeling of something mysterious, something hard 
to understand, in banking. Through the advertising and news 
columns of the daily papers, through speeches and every other 
medium of public expression, banks should carry on educa- 
tional work in order to clear up this lack of understanding, to 
show how simple bank functions really are.” 


The conference was thrown open for a general discussion 
of bank advertising, and a proposed 1922 advertising campaign 
under the auspices of the American Bankers Association was 
discussed. Among those who participated were W. W. Doug- 
las, vice-president of the Bank of Italy; F. D. Connor of the 
Illinois Trust and Savings Bank, Chicago; W. R. Morehouse, 
Guaranty Trust and Savings Bank, Los Angeles; C. A. Lyman, 
Security Trust and Savings Bank, Los Angeles; F. A. Stearns, 
advertising manager Guaranty Trust and Savings Bank. 


Tue F. A. A. Exuisit 


The special advertising exhibit arranged by the Financial 
Advertisers Association attracted a great many of the dele- 
gates to the convention. It was displayed in the ballroom of 
the Alexandria Hotel and on the mezzanine floor of the same 
building. This was the same exhibit shown by the Financial 
Advertisers Association at the Atlanta Convention of the 
Associated Advertising Clubs of the World last June. 
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Conference of Savings Bankers 
Ocroser 3, 1921, 9:30 a. M. 


I. Savings Bank Advertising 


Raymond R. Frazier, vice-president, in the chair 


Methods in Savings Bank Advertising 
W. R. MOREHOUSE 
Cashier of the Guaranty Trust & Savings Bank, Los Angeles 


At a conference to be held this evening the bankers will 
discuss two important phases of advertising our business: 
one is how to eliminate the waste in advertising; the other 
is how to inform the people so as to bring about a closer 
relationship between the public and our banking institutions. 
In other words, we want to take the lid off so that the 
people can see into -their banks. 

I think it is appropriate that I speak a few minutes on 
those two subjects. 

Thousands of dollars are needlessly wasted every year 
on worthless advertising mediums. I think the trouble is 
that too many bankers buy the medium first and investigate 
it afterwards. The other day I received a letter from a 
friend banker connected with a large institution. He wrote: 
“We have bought this medium; what do you think about it?” 
It so happened that about four or five years ago I made quite 
an exhaustive investigation as to this medium and could not 
find a single bank that had used it with success. I wrote 
to my friend and told him so. He wrote back, “I am very 
sorry we bought it; I guess the money is wasted.” 


WaAsTE AvoIDED By COOPERATION 


We should solve this problem of waste in advertising by 
keeping in closer contact with one another. We should use 
the mails more; we should use the telephones more, and 
we should use the telegraph more—and in this way exchange 
ideas. The Financial Advertisers’ Association has such an 
arrangement. The 500 members of that association have a 
mutual agreement between them that they will exchange 
business-getting ideas, that they will fully confer and advise 
with one another and give one another the benefit of the 
experience each has had. 

We will say that, being a member of this Association, 
I am today offered a medium. The medium interests me; 
I would like to use it, but I know very little about it; so 
what do I do as a member of the Association? I either write 
or telegraph to ten or a dozen members of the Association 
who have had experience in the use of the medium, and 
from them I first obtain information of the most reliable 
kind, and it is only when I have this information at hand 
that I am in position for the first time to decide either for 
or against the use of the medium; and as the members of this 
Financial Advertisers’ Association are able to save thousands 
of dollars annually because of this kind of cooperation, I 
would like to recommend that the members of this Division 
of the American Bankers Association have some such under- 
standing between themselves, and if you had such an under- 
standing you would find that you would save thousands of 
dollars annually that are now being wasted. I don’t think 
there is any question about it. 
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Some of the banks have such associations in other states. 
Take New Orleans, for example: I am informed that they 
have an association there which meets every week for the 
purpose of discussing how they can eliminate this waste in 
advertising, and I am told on good authority that they are 
saving thousands of dollars for the banks there. So I would 
make this suggestion—that you either form a like association 
with the one in New Orleans or form one in the Savings 
Bank Division of the American Bankers Association—or else 
join the Financial Advertisers’ Association. 


Future ADVERTISING EDUCATIONAL 


The advertising of the future that will get the largest 
results for our banks will be educational advertising. 

As you will recall, in the last twenty years we have had 
two types of advertising: we have had the early type, what 
we call the stereotyped advertising, because it was very simple, 
including only the bank’s name, capital and surplus, deposits, 
and the names of its officers and directors. In recent years 
we appear to have gone nearly to the other extreme, and 
today are advertising almost everything under the sun, from 
soup to nuts, excepting our own business—many of us. 

As to the earlier style of advertising, it was an effort 
in the right direction, which we did not pursue as far as 
we should have; for had we made that earlier type of adver- 
tising educational, had we broadened its scope into the com- 
plete departmental service of our banks and made it more 
attractive we would not have so many people today who do 
not understand the banking institution; and if we “put over” 
this educational advertising, as I think we should have done, 
we would have more depositors than we have today, especially 
from the millions of people in this country who do not 
patronize us because they do not understand our business 
and our way. 

Now why did we abandon the early type of advertising? 
We abandoned it for this reason, as I see it: We were 
convinced that business men and other people would not 
read our advertising if we talked about ourselves and our 
business. They said we had to talk about the other fellow 
or somebody else’s business. I do not believe that for a min- 
ute, and I am going to prove it to you. In doing so I am 
going to ask you to pardon me for making reference to my 
own experience. Recently I prepared, at the request of one 
of the local newspapers, a series of thirty-five talks on banking 
and banking subjects. In those talks I stuck very closely 
to my subject. Now the question arose, If people do not read 
bank advertising or bank news items, did I get a large and 
interested hearing? From the very first number—and I 
am giving you the report made to me by the newspaper—I 
got the attention of thousands of readers of that newspaper and 
held that attention through to the end of the thirty-five talks. 
When, in fact, on one occasion, one of those talks was 
omitted from the newspaper the phone on my desk and the 
phone in the office of the paper kept ringing, thousands of 
people telephoning in order to know where they could get 
the missing number. Some of the people were making (rings 
books out of the series to preserve them intact. One day I 
received a letter from the editor of the paper, coming entirely 
unsolicited on my part, in which he said the series of talks 
on banks and banking had been the most popular series, 
from the public standpoint, of any series ever run in that 
paper. Now the import of that is emphasized when I say 
to you that this paper has been published as a leading daily 
for fifty-one years, and if a series of talks on the subject of 
banks and banking is the most popular series appearing in 
a paper over a period of fifty-one years, I think that is very 
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conclusive evidence that if you talk about yourself and your 
business you are certain to get a hearing, and a large hearing. 

The American people are open for information on the sub- 
ject of banks and banking. 

We have seventy-five million people in this country who do 
not patronize our banks, many millions of them because they 
don’t understand our ways, and when you stop to theorize that 
out of the twenty-five millions who do patronize us, the ma- 
jority of them do nothing more than deposit and draw money, 
you will appreciate the possible scope of this work. 

We have more to sell to the American people today by sell- 
ing them our banks than any group of corporations in the 
world. We have ninety millions of people to sell our banking 
business to; so why go on advertising all lines of business 
under the sun when we ought to be doing our own business? 

I do not believe there is a case on record where a mercan- 
tile establishment wishing to sell its goods went about it by 
advertising the bank. They advertised the goods and sold 
them. So we should sell our banking business. When you get 
home, prepare a similar series, or you may wish to use the 
same series and adapt it to your own local people and condi- 
tions. If you do so you will get larger returns than from any 
advertising you have done in the history of your business. 


As to CouNTER ‘SERVICE 


As a supplement to your work of educating the people, you 
must give some thought and attention to bringing up the 
standard of education behind the counter. The employee is the 

oint of contact between the bank and its customers. The 
atter very seldom see the executive officérs. If the employees 
in your bank can answer the questions that your patrons put to 
them day after day, and answer them correctly and promptly, 
they will reflect great credit upon your institution and will con- 
serve your business. 

The conservation of the business is more important than the 
getting of new business. All of your growth will depend more 
on holding your own business than on getting new business, 
and the best way to hold your own business is to have well in- 
formed and courteous employees. If, on the other hand, your 
employees answer these questions incorrectly and as a result 
your patrons are misled or misguided and in some instances 
suffer a loss, they will lose confidence in your institution and 
withdraw. 

A friend of mine recently approached a cashier of a large 
national bank and suggested to him that he do something in 
the way of bringing up the standard of information among his 
own emp:oyees. The cashier was quick ta reply that he didn’t 
think it was necessary, that he had confidence to believe that 
his employees were all well informed. My friend suggested that 
we make a test in his bank just to see how well they were in- 
formed. The cashier in the bank prepared ten very ordinary 
questions, such questions as would be asked by customers al- 
most any day. Much to the surprise of the cashier he found 
that his three best tel'ers could not answer correctly more than 
75 per cent. of those ordinary questions. Now I- am mention- 
ing that so that if there is any one who is overconfident as to 
how his employees are informed it might be well for you to 
make a test. You might be surprised. 


SuGGESTIONS ON Better Aps. 


In offering these points of criticism I also wish to offer a 
remedy. It is my observation that there is too much sermon- 
izing going on. Too many banks are preaching. The people 
resent being sermonized, and what is the use in trying to force 
it upon them? None. Instead of sermonizing the people on 
these various subjects, I would suggest: 

First, show the people how to save, 
people must be shown how to save. 

econd, give them an object for saving, and it must be 
something they can hope to attain. 

Third, give them a plan to encourage them to save regu- 
larly and systematically, and 

Fourth, follow that wherever possible by furnishing them 
with a mechanical device which wi:] further help them to save. 
The bank with which I am associated has placed in circulation 
in Los Angeles 18,000 of these small savings banks. The de- 
positors who have these 18,000 savings banks in Los Angeles 


The majority of the 
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have to their credit in savings accounts $1,140,000 deposits— 
home safe deposits. And they are doing it at the rate of nearly 
$20,000 a month. The majority of these people, yes, 90 per 
cent. of them, started their savings banks with just one dollar, 
the amount they had to put up to get the savings bank. 


ADVERTISE THE ATTAINABLE OBJECTS 


Now I want to talk to you for another minute on another 
angle of our business. So many banks are inclined to point 
the man who wants to save to be a millionaire, an oil operator, 
a railroad builder or a steel magnate, so bold are these adver- 
tisements drawn. Our people do not believe in it, and I do not, 
and I know you do not believe in it; so what is the use in try- 
ing to force this on the people? 

Instead of telling them a man has made his millions by sav- 
ing and putting his money in a savings bank, why not tell them 
something they can grasp? Say, for instance, save for your 
education. Here is a modest little home you can own by sav- 
ing. Here is a little’ business you can start by saving. You 
can get results along that line. But when you put them up on 
that plane of wealth, they do not believe what you say, and you 
will fall flat. 

Now here is a little book I picked up the other day; I be- 
lieve there are over a million of them circulated by savings 
banks in the United States. I am going to read to you one 
statement, and I will tell you then what is the matter with it: 

“If you want to know whether you are destined to be a 
success or a failure in life, you can easily find out. The test is 
simple and it is infallible. Are you able to save money? If 
not, drop out. You will lose. You may think not, but you 
will lose, as sure as you live. The seed of success is not in 

ou.” 

. That is a most unwise statement. In the first place, saving 
is no test of success or fai-ure in life. We have, as history 
shows, some of the greatest men in this country who have been 
giants of success in their profession and who have died poor. 
Consider the writers, the teachers, the preachers and all these 
men who have been giants of success in life, and yet have died 
poor. Were they failures because they did not save money? 
To tell a fellow to drop out if he can not save is advice that 
I do not believe in. Rather tell him to keep on—to carry on, 
as they say, and that ultimately he will win. I do not believe 
in telling a man to jump off a bridge because he can not save 
money. 


CoMPETITION FOR SAVINGS 


We all know that competition for savings is keen. We 
know that the saver today has a struggle to save even a small 
amount of his income. If you do not believe it, make an in- 
ventory of the get-rich-quick schemes in your county. Last 
year get-rich-quick promoters fleeced the American savings of 
five hundred million dollars, in round numbers, and this year 
the indications are they are going to get a billion dollars. Now 
what are these promoters saying to the people? “Why put 
your money in a savings bank account where it will draw 3 or 
4 per cent. when we can pay you 20 or 100 per cent.?” Now 
there is a place where we ought to have some constructive 
work done, some means devised to take care of these get-rich- 
quick promoters. If you do not believe that the man who tries 
to save has a struggle, take your own local paper, and I will 
venture to say you will find fifty advertisements in that paper 
that appeal to him to spend his money for every advertisement 
that shows how he can save it; in fact, some of these adver- 
tisements are so cleverly written that they can almost con- 
vince us that we can save money ‘by spending it. 

Go down the streets of your city when you get home and 
look in the business district and you will find fifty windows 
there that encourage the people to spend money for every win- 
dow that shows a little benefit from saving. And the only 
way you can combat that is to do what some of the banks are 
doing—use your windows. That is the most profitable piece 
of advertising you can do. 


On ADVERTISING THE INTEREST RATE 


At present it is not advantageous to the savings bank to go 
too much on the rate of interest it pays in advertising, because 
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if you advertise that you are paying 3 or 4 per cent. along- 
side of an advertisement where some bond house is advertising 
that they are paying 6 or 8 per cent, on good securities you 
are at a disadvantage and you are only advertising to the 
people of this country that the savings bank does not pay 
enough return on their money. I would suggest that you for- 
get that for a while. 

Talk te the people along the line that the savings bank has 
a great many advantages that others do not have. Tell the 
people they can open their savings accounts with one dollar; 
that they can add to it any day they wish, or twice a day if 
they want to, just what they can save, and that if they need a 
few dollars in August or in March they can come down to the 
bank and get it without disturbing the interest on the whole 
amount; then tell them that every dollar they put in their sav- 
ings account is never below par; it is always 100 cents on the 
dollar and it constantly increases as the interest is added. 


PoPULARIZE THE SAVINGS ACCOUNT? 


Will the savings bank account ever be more popular? Will 
it be as popular as it once was? 

Who is going to make it popular? 

There is only one group of men who is going to make it 
popular, and that is the savings bankers. They are the people 
concerned in making it popular, and the only way you can 
make it popular again is to get busy and use the right kind of 
medium, and use plenty of it, and boost your savings bank 
business. 


REAL ADVERTISING Is REGULAR 


In conclusion let me say that the only way to get large re- 
turns on your advertising is to keep at it consistently and regu- 
larly. There is no such thing as using a medium today and 
laying it on the shelf tomorrow. We must use system. To get 
the largest returns you must eliminate all the waste. That may 
mean that when you get home and look over your slate you 
must cut out some old favorite medium that you like and put 
something in its place. You will be interested to know how 
much that newspaper series cost us. It ran for thirty-five 
days; it did not cost the bank a cent. If you can show me an- 
other method of advertising that gets results up in the thou- 
sands and that does not cost anything, I would like to know 
what it is. 


Results of Savings Advertising 


ALVIN P. HOWARD 


Vice-President of the Hibernia Trust and Savings Bank, 
New Orleans 


I suppose some of you have been called upon by your di- 
rectors to explain why it is necessary to spend so much money 
for advertising. Those of you who have not been asked that 
question must realize with what fear the answer is made, be- 
cause there is something about a capable and successful busi- 
ness man who becomes a bank director that compels one to 
give the correct answer as soon as possible, and let it be said 
that any lengthy discussion of the subject is barred by the very 
nature of the gentleman himself. 

I need not tell you the story of the ignorant man who no- 
ticed the advertisement of a bank claiming a capital and sur- 
plus of many millions of dollars. He called at the bank the 
following day and wanted to know why he had in his possession 
a check mar hed “not sufficient funds” when the bank claimed 
to have so much available money. That, to my mind, is re- 
sults, because it typifies the curiosity that is ours. 

An investigation of this subject suggests two definite 
things: First, to whom do you wish to speak? And, second, 
what is the topic of conversation? Make no mistake about it. 
These two things are definite, no matter how indefinite the 
other arguments of advertising may be. And I believe that 
the financial advertiser who successfully answers them has 
reached his audience, even though it may take many drops of 
water to wear away the stones of suspicion, ignorance and 
improvidence. 
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As an inactive officer of a daily newspaper, I have taken 
particular pains to observe the character of advertisers. It is 
alarming to see the number of advertisers who have something 
good to offer and yet who do not know exactly who needs their 
wares. On the other -hand, advertisers will continue to use an 


- advertising medium that does not express their real wishes in 


the premises. 


First WHOM TO ADDRESS 


Obviously, we wish to present the arguments of thrift 
to those persons who really need the service. 

In savings bank advertising, how often the wrong people 
are reached. Time and energy have been spent in educating 
the industrial worker, the salaried man, old and young, the 
school children, and the Christmas spendthrift. But in this 
advertising we should reach the spenders. I have observed 
that men of many walks in life are anxious to save, and 
yet they do not know exactly how to do it. If you ask 
them why you will probably hear a tale of woe that involves 
the high cost of food, the high cost of rent, the high cost of 
clothing, and, in short, the high cost of the necessities of life. 

Now, bringing this first thought to your close attention, 
it is apparent that the hand that rocks the cradle spends the 
money, and where there is no cradle the representative of 
the household in the form of the female of the species does 
the spending just the same. Ignore the billions of dollars 
that this represents and bring the argument to apply to your 
individual case. When we think that our home economics 
experts and college professors have told us that approximately 
80 per cent. of the amount of money spent in the United 
States by individual citizens is spent for the necessities of life, 
we can see how much is being spent by the spenders—the 
real spenders, the big spenders. 

It does not make any difference whether you put the money 
you receive that compensates you for your service in a bank 
account in your own name or whether you put aside so much 
a month in a bank account in the name of your wife or of 
your sister or of your mother, or whatever it may be, because 
she will continue to buy meat, vegetables, fuel, telephone ser- 
vice, clothing for herself and children, no matter where you 
keep your money. You may remonstrate with her about the 
extravagant expense account, and if you are not afraid of 
her anger you may even suggest that she needs a little educa- 
tion concerning the value of a dollar and the value of a 
minute. I realize that this is nothing new to those of you 
who are familiar with the home economics idea, but I never- 
theless submit and maintain that it is not the duty of a man 
to educate his household; it is the duty of a savings bank. 

Think for a minute how many times you have been edu- 
cated by reading advertisements that were written to appeal 
to you as a man. I believe we have all learned a great deal 
in that particular way, and I am convinced that those who 
spend 80 per cent. of the money that is turned over in a 
year’s time have learned a great deal in their particular field. 

But savings bank advertising reaches relatively few of 
them, 4nd you can not hope to obtain quick results by preach- 
ing to the man who can supply his personal needs and hand- 
some luxury from the proceeds of a $500 Liberty bond. He 
is with you heart and soul, but he is somewhat akin to the 
bloodless turnip. 

Much of our carefully prepared and exquisitely drawn ad- 
vertising shares the fate of our most confident efforts in golf. 
We slice as many advertisements as we do golf balls. 

You ask me to speak of results, and I therefore say that 
they can not be attained unless you are aiming in the right 
direction, and that is what I mean by saying that you must 
know to whom you are speaking. 


Seconp, Topics oF ADVERTISEMENTS 


In order to determine what topic of conversation is to be 
discussed, it is evident that a great deal depends upon the 
kind of person we are addressing, and upon our advertising 
medium. If we have agreed that we wish to speak to the 
women of the United States, one thing is necessary, and 
that is to be specific. Glance at a page advertisement in the 
Ladies Home Journal urging the use of some new vanishing 
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cream or complexion beautifier and you will find that it is 
specific. 

In your opinion is it a fact that savings bank advertising 
is equally to the point? Without substituting my judgment 
for yours, I believe that much of it is not. We urge the 
readers of advertisements to save for the building of a home 
because the well known wealthy man of our age began life 
that way, or because it is a good thing to do, or for similar 
reasons; but are these the topics of conversation. in which 
the spenders are interested? Do you not think they are the 
arguments that appeal mostly to men? 

In the final analysis our spenders are interested in those 
things that have to do with the management of a household 
or the stern necessities of life, and if you do not believe 
this I suggest that you discuss it with those women with 
whom you come in contact. I have discussed the subject with 
stenographers, clerks, welfare workers, women in the neigh- 
borhood of a settlement house, white servants, trained nurses 
and the wives and friends of those with whom I am thrown 
in social contact. 

Do they read advertisements? They certainly do. But they 
read those advertisements which are prepared especially for 
them and which present topics of conversation in which they 
are interested. 

It is a matter of education, and, like the efficient school 
teacher, we must present one subject for study at a time. 

The method of operation of the building and loan or 
homestead associations is in point. A casual study of their 
methods would convince any one that they are in direct com- 
petition with the savings bank for sums of money of, say, 
twenty-five cents a week and up. A branch bank and a home- 
stead association in New Orleans are sharing a corner build- 
ing. The bank advertises and has on its window “344 Per 
Cent. Paid on Savings.” The homestead association has on 
its windows “6 Per Cent. Paid on Your Savings; Open an 
Account Today.” I watched these two business organizations 
one Saturday night when all the people in the neighborhood 
were on the streets making purchases for Sunday and gener- 
ally attending to the functions of a small community, and I 
observed that most of the women went into the homestead 
association. That was difficult to understand, because we 
always think of the man as doing the necessary things for 
purchasing a home and making the payments as specified; but 
on further investigation it appeared that these thrifty women 
were going there to make their weekly payments toward a 
full-paid share of stock, and they were naturally attracted by 
the increased rate of interest. The capital and surplus of the 
bank were sufficiently impressive, but it was adequately met 
by the “authorized” capital of the homestead association. For 
quite a while after that I followed the advertising of those 
two organizations and I convinced myself that in the open 
field the homestead had won because it was talking in terms 
of competition for the savings of the spenders. 

I have tried the savings business in industrial plants through 
the purely saving system, im schools, and in other ways with 
which you are familiar, and I have investigated the situation 
in a settlement house, working among the women in the neigh- 
borhood, and one thing stood out very clearly, That was that 
in the days of the bar room the man retained a large part of 
his weekly pay for liquor, but in these days, when that pleasure 
is “Volstedily” denied him, he turns the pay envelope over to 
the wife or mother or the daughter or the aunt practically in- 
tact. 

When we consider that approximately 75 per cent. of the 
savings accounts in our bank are in the names of women we 
see that they are the main spenders, whether they be indifferent 
or strictly provident, and in speaking to some of the people in 
New Orleans of French descent I have found a strong recogni- 
tion of the fact that the bread winner is considered the head 
of the household and that it is his duty to educate the various 
members of his house. In some instances I was confidentially 
informed in a nice way that it was extremely unpleasant be- 
cause the women folks seemed to be so ignorant of those mat- 
ters that could be easily understood by reading savings bank 
advertising. I suggested that the bank take over this educa- 
tional work, and it met with their hearty approval, except in 
one instance where my friend told me that he would not be 
true to French custom and tradition if he lost sight of the 
fact that he was the head of the house, that it was his duty to 
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attend to all of the educational features where money was 
concerned. 

I might add that it is difficult to understand this on the part 
of one who is at all familiar with the thrift of France as a 
continental power, and while it weakens my argument _some- 
what I think there is a difference, because the thrift of France 
is one that combines two things that we have largely missed 
so far—the saving of money and the investment of it. 

Viewed in a different light, it seems elemental to save at 
the exact point where money begins to be spent. You do not 
save water, gas, electricity or any other form of material or 
energy at its point of origin. Quite the contrary, The water 
supply pipe, the gas main and the electric transmission system 
makes it saving at the faucet, the gas outlet or the switch- 
board. In other. words, the place where that substance or 
energy begins to be used. That seems to be the only logical 
place to save anything; and, incidentally, it is the advertising 
theory of a company that sells those devices for saving gaso- 
line before it enters the carburetor of the automobile. 


CHECKING THE RESULTS 


For the banker who questions money spent for advertising, 
we have figures obtained by the use of a small blue card. The 
card is sent to each new depositor of the bank. It asks the 
depositor to check the reason for opening the account at that 
bank. It gives advertising of various kinds at the top, and then 
all the other reasons that you can think of for opening an ac- 
count. The advertising is sub-divided properly and has a place 
for the name of each daily paper in New Orleans. The returns 
on this, when we started to talk about it at the Hibernia, did 
not seem to warrant the effort, but after quite awhile now we 
get back about 40 per cent. of these cards that are sent out to 
your new depositor, and they show conclusively that out of 
3,640 cards that were returned 880, or a little less than one- 
fourth, were brought to the bank through advertising. The 
depositor checked that off and signed his or her name, stating 
why. And, by the way, those 880 new accounts thus obtained 
had initial deposits of $30,800. The use of these cards consti- 
tutes a definite method of determining the results of advertis- 
ing in dollars and cents, which of course throws out other va!u- 
able informaion that can be obtained from using them. 

I may have exaggerated here or there in order to clearly 
make my point, and for that I ask your indulgence. I am not 
advocating these ideas as a cure-all for advertising results, be- 
cause it can not be questioned that a great work has been done 
in educating the men, women and children of the United States, 
and that is no small problem in a country where thrift is stifled 
and extravagance is advocated. 


Cost of Advertising 


EDWARD ELLIOTT, 


Vice-President of the Security Trust and Savings Bank of 
Los Angeles ° 


Advertising to pay must be individual in character. 

It is therefore impossible to standardize costs of advertis- 
ing, just as I think it is impossible successfully to standardize 
your advertising matter, and much of the difficulty of past ad- 
vertising, as you have heard, is due to the fact that it is 
standardized in character and has been applied by rule of 
thumb and not in accordance with any real analysis of your 
own situation or of the results that are produced. 

You must analyze your own situation; that your advertis- 
ing must be individual, in that it represents, or creates if you 
please, an atmosphere for the institution. Every institution 
must have its own atmosphere, and you can build that up in 
your advertising, whether it be size, large or small, whether 
it be conservatism, liberality, service, or whatever it may be, 
or a combination ‘of these characteristics. Your advertising 
must create an atmosphere for your bank, an atmosphere that 
will impress itself upon the public that you want to reach, and 
you can not speak in general terms to the public that you want 
to reach. The public that you must reach is your own public, 
to be determined by an analysis of your own situation, your 
own city. For instance, Los Angeles has a population that is 
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more rapidly changing its local habitation than almost any 
other city in America. People are always on the move. There- 
fore you can not circularize the people of Los Angeles to 
stimulate your dormant savings accounts with the same de- 
gree of success that you may those in a city where the popula- 
tion is more stable in its location. 

The best advertising, or that which pays best, is that which 
comes from our depositors. Incidentally, the number of your 
depositors must have a great influence upon your advertising. 
From our depositors we believe that we receive 85 per cent. 
of our new business. They speak the first word for us, they 
recommend their friends to us. Now the inference is not 
merely that there is 15 per cent. of the people that are to be 
reached by your advertising. Not at all. But the analysis 
leads to the conclusion that you must direct a certain sort of 
advertising to 85 per cent. of the peop'e doing business with 
you as the ones most likely to bring you new business and new 
accounts, and the other 15 are to be reached by a different sort 
of advertising. You may direct to new comers a mere cor- 
dial invitation to make use of the services of your bank and 
secure the name in any shape, form or fashion that you can 
get it, and let them receive it. Of course there is some waste 
involved in a method of this sort, because the local citizen, 
very frequently, who may be even an official of a rival bank, 
every time he goes away and comes back, may receive a cor- 
dial invitation to come in and make use of the services of 
your bank. But nevertheless you reach a certain amount. 
You must determine your advertising in accordance with your 
particular situation. 

It is individuality that, it seems to me, has been lacking in 
most bank advertising; and that, of course, is rather an ob- 
jective judgment than a subjective one, because I have not 
been in the business perhaps closely enough to be able to speak 
from a subjective standpoint. 

I am convinced of the desirability of advertising which is 
of an eduactional character. I do believe, and I want to say 
that I am in complete agreement with what has already been 
said with respect to the desirability of advertising the things 
that you have and know about. Indirect advertising is proper 
under certain circumstances, and it attracts the eye and makes 
an appeal, and of course it is along that line that it is indirect 
advertising, to get the public, that has led to the great flood 
of advertising material that has been sent out by banks, and 
which begins, as some one has said, with the description of a 
beautiful bit of scenery, perhaps, or some grand natural 
scenery, it may be anything, it may be even a cow, and you 
end up with the statement that, after all, this is a bank. 

Therefore that which costs less because it pays most is 
that which teaches your public. I think it is a very good 
thing to try to convince the public that they need what you 
have rather than that you have what they need. Thanks to our 
advertising manager for this little aphorism. I thank you. 
(Applause. ) 


Backing Up the Advertisements 


F. DWIGHT CONNER 
Vice-President of the Illinois Trust and Savings Bank and 
President of the Financial Advertisers Association 


If your officers, your employees, from the president to the 
porter, do not understand what you are doing, and are not 
cooperating, you can spend all kinds of money and have it 
practically wasted, because the men who are serving the pub- 
lic, serving the customers, fail to carry out your advertising 
as illustrated. 

If these gentlemen should advertise the special services of 
the bank and then some customer should come in and get a 
cold reception he would say your advertising is a lie, and you 
would be acting it, I am sure. So that the main thing to do 
is to put your house in order and see to it that your employees, 
officers and everybody are in hearty sympathy with what you 
have to say and what you are trying to do. 

I think it is a good plan to have bulletin boards around the 
bank in various prominent locations. If you are prepared or 
equipped to get out little daily bulletins for inside circulation 
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you will find them to be splendid media for advertising your 
own bank to your own people. I heartily recommend that 
suggestion. 


Discussion 


Mr. Lyman (Security Trust and Savings Bank, L. A.) : 
One of the first things that arose in my mind when I com- 
menced to advertise thrift for the Security Trust and Savings 
Bank was the question of an accurate definition of thrift. I 
think a great deal of the savings bank thrift advertising has 
gone astray for lack of a correct definition. At that time Mr. 
Sartori, our president, said to me, “Don’t advertise not to 
spend money.” He said, “Money is made to spend; money is 
spending power; if it is not spent it is nothing; but thrift 
means to spend wisely, to ask each dollar before you spend it 
how best it can serve you, and if there is a purpose in which, 
at a future time, it can serve you better, throw it into reserve 
in a savings account.” And I think that keeping that defini- 
tion of thrift in mind saves a great deal of useless sermoniz- 
ing, because there is no use in telling people who have to spend 
money not to spend it. 

Mr. Conner (Illinois Trust and Savings Bank, Chicago) : 
Why does not the New Orleans bank get that information re- 
garding the new accounts at the time the new accounts were 
opened rather than try to get it by letter afterwards? 

Mr. Howarp: Ordinarily’ the savings accounts are opened 
in such a rush that it would be pretty hard to obtain all the 
information on this card; and then we wanted the cards to go 
into the home and remain there where they could think it 
over, because you might ask a person who happened to walk 
into your bank, Why do you open this account; and they 
might not have the opportunity, on the spur of the moment, 
to give you the real reason why they did. We want them 
to go home and have a chance to let it soak in, and then 
write down more accurately what they think. 

Mr. Saut (American Security and Trust Co., Washing- 
ton): Our institution for a.number of years has adopted 
the principle that when an account is opened we ask, in a 
polite way, just what prompted them to come there. We 
want to know where our additional depositors come from. 
And we have gotten, of course, replies from practically every 
depositor, and we found that from 65 to 70 per cent. either 
reopened accounts or were recommended there by other de- 
positors. But we believe if it had not been for a little ad- 
vertising a great many of them would not have come to the 
institution. In other words, we believe other friends would 
have advised them to go to some other institution. But our 
institution was made familiar to the public through our ad- 
vertising, and for that reason the recommendations of their 
friends were expected. 


Monpay, Ocroser 3, 1921 


II. Real Estate Mortgages 


PresipING: John W. B. Brand, Treasurer Springfield In- 
stitution for Savings, Springfield, Massachusetts. 

CHAIRMAN Branp: I do not see any particular reason 
for turning the matter over to me, because the very first man 
I am to call on is Raymond R. Frazier, who will make 
some remarks on the subject of sound savings. 


{i 
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Real Estate Mortgages 
RAYMOND R. FRAZIER 


(a) Relation to Sound Savings Banking. 


1. Investment of bank funds. 
2. Liquidity. 

3. Term of maturity. 

Amortization. 


Extension and foreclosure. 


In the published report of an argument presented to the 
United States Senate Banking and Currency Committee in 
February of this year by William E. Knox, an ex-President 
of this Division and a nationally recognized authority on sav- 
ings banking, Mr. Knox is credited with the statement that 
there are two billion, five hundred million dollars in deposits in 
mutual savings banks in New York State and one billion, three 
hundred million of this amount is invested in real estate mort- 
gages; and that, despite the depreciation in the value of many 
classes of bonds and of Government securities, these real estate 
mortgages have not shrunken in value. 

There is no division of opinion as to the desirability of this 
form of imvestment for savings funds. In ten Eastern and 
New England States, 568 savings banks, with resources of five 
billion, three hundred and ninety-eight mi:lion dollars, have 
mortgage holdings aggregating two billion, two hundred six 
million dollars, which represents 40.9 per cent. of their entire 
assets. 

Savings fund legislation everywhere recognizes real estate 
mortgage investments. It is true, however, that many states 
prohibit a savings bank lending in excess of a certain percent- 
age of its resources against mortgages on real estate, usually 
not to exceed 60 per cent. or 75 per cent. of such resources. 
This is done to encourage savings banks to invest certain por- 
tions of their funds in more liquid securities, to the end that 
they may be in position to meet all ordinary withdrawals on 
demand. 

There are two reasons why savings banks should favor real 
estate mortgage investments. First, because, when carefully 
selected, with proper margin of security and with freedom 
from special hazard occupancy, they constitute a security equal, 
if not superior to most of those made legal in the various states 
for savings bank investment. Second, because savings banks 
are conducted, or should be, with a high regard for the welfare 
of the communities they serve, and the investment of savings 
funds in mortgage loans tends to keep the savings of the peo- 
ple within the community where such savings originate. 


LIQuIDITY 


“Liquidity” is used here in a new connection. Real estate 
mortgages are usually referred to by financial writers as 
“frozen assets.” The question is, how to transform a “frozen 
asset” into one that is “liquid.” At first this may appear diffi- 
cult. As a matter of fact, however, it is a thing that is easily 
done. That is, a frozen asset may be made to liquidate itself 
by the simple process of requiring the borrower on real estate 
mortgage to pay something on the principal at frequent inter- 

vals from the very beginning. The real savings bank, of 
course, invests its money for interest only and therefore does 
not sell its mortgages on the market. It is not a legitimate 
function of a savings bank to traffic in mortgages. It is, how- 
ever, the duty of a savings bank to insist upon the liquidation 
of its mortgage loans and to afford to the borrower the oppor- 
tunity of liquidating the mortgage debt by periodical payments 
on the principal. Paying off a loan in installments is like at- 
tacking an army in detail. The borrower, instead of having one 
large payment to look forward to and worry over, has a suc- 
cession of moderate payments which can easily be met. The 
savings bank lending the money has the advantage of an ever 
increasing margin of security, and therefore an ever increasing 
element of liquidity in its mortgage investments, 


Terms OF MATURITY 


At least one of our states, California, limits the time for 
which a real estate loan shall be made; namely, to ten years. 
Perhaps one man’s opinion on this is as good as another’s. I 
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believe it is the practice of many of our big insurance compa- 
nies which have hundreds of millions of dollars invested in real 
estate mortgages, to make long term real estate loans, that is, 
five to ten years, but to enforce partial payments on the princi- 
pal after two or three years. I know of at least one very 
successful savings institution which makes all of its real estate 
mortgages “on demand.” And there are other highly success- 
ful financial institutions specializing on mortgage loans which 
reserve the right to call the loans after one or two years. 

It seems to me, however, that the most satisfactory form of 
real estate mortgage for a savings bank is a long term contract 
incorporating the principle of amortization; but as this subject 
has been so thoroughly covered at former conferences of this 
division, particularly the conference in St. Louis two years 
ago, and as I have already dwelt somewhat fully on the im- 
portance of the subject under the head of “liquidity,” I believe 
it unnecessary to elaborate further, except to say this: It 
would be a great boon to the people of the United States if all 
savings banks in the country wou!d adopt and specialize on 
some approved form of amortized real estate mortgage loan 
and offer it to the home owners in their respective communi- 
ties, as well as to the owners of business property. This form 
of real estate mortgage loan is not only one of the best methods 
ever devised to encourage thrift; it also results in the owner- 
ship of property free and clear of indebtedness. No service a 
savings bank can offer in a community would do more to pro- 
mote the economic welfare of its citizens or to increase the 
sum total of human happiness in the community. 


EXTENSION AND FORECLOSURE 

In his excellent book, “The Savings Bank and Its Practical 
Work,” William H. Kniffin, Jr., wisely observes that “one of 
the first signs of danger in real estate loans is tardy payment 
of interest and taxes. This indicates that the borrower is 
‘sailing close to the wind,’ and his mortgage, instead of being 
a help to him, has proved a drag weight. There is but one 
safeguard against this: to insist upon prompt payment of the 
interest and taxes. This can be done.” Mr. Kniffin maintains 
that it would be a kindness to many mortgagors if the mort- 
gagees were rigid in requiring performance— “not harsh or 
unkind, but simply as a business proposition,” insisting upon 
due diligence in the payment of that which is justly due. 

In my own bank, in Seattle, we have 4,500 real estate mort- 
gage loans, the smallest of which is $200, and the largest 
$150,000, and the average of which is a litt!e over $2,000. Five 
years ago, when we had 2,500 real estate loans, the problem 
of delinquencies became annoying. I called my stenographer 
and dictated what I chose to designate “A New System for 
Handling Delinquencies.” When the system was transcribed 
it covered about twelve pages of legal cap. We believe no sys- 
tem of handling delinquencies ever worked any better than ours. 
Among other things, we maintained at that time and still 
maintain that any officer of the bank can deal successfully with 
an ordinary delinquency in connection with his regular work, 
but that it is the unusual cases that cause the real trouble and 
that call for judgment and quick action. In the unusual cases 
there are no two alike, and because of this fact the problem of 
delinquencies becomes greater in direct proportion to the bank’s 
growth. It is imperative, therefore, in all savings banks own- 
ing any considerable number of real estate mortgages, that a 
man be placed in charge of the work of handling delinquencies 
who will, if necessary, devote all of his time to it, to the end 
that there may be an absolute “show down” immediately upon 
a borrower’s becoming delinquent, and to the end also that if 
arrangements entirely satisfactory to the man in charge are 
not agreed to, the loan will be handed to the attorneys of the 
bank for collection. 

At the time of installing this new system, we recorded the 
fact that the man to be placed in charge of the work “shall 
know the importance of dealing gently with those who have 
met with unfortunate and unforeseen difficulies and who shall 
not hesitate to lay ‘the iron hand’ on those who appear to treat 
their obligations indifferently—who shall know when and how 
to take advantage of every opportunity to improve the bank’s 
position, as, for example, taking an assignment of rents, insist- 
ing on the borrower obtaining a new loan elsewhere before it 
is too late, obtaining additional security in consideration of an 
extension of interest or principal payments, and, lastly, who 
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shall be a good salesman and who will prosecute the work of 
immediately selling any properties which come into our 
possession.” 


Real Estate Valuation 
JOHN W. B. BRAND 


As to valuations: We are fairly active in the mortgage 
line, because in less than two years and a half we made 
some fourteen hundred mortgage loans, having loaned some- 
thing over five and a half million dollars, a greater sum than 
we have grown in deposits in the same time, all on real 
estate loans, and of that five and a half million something 
over ninety-six per cent. has been made on loans on homes 
in Springfield and its immediate vicinity. 

We employ an appraiser who is in the direct service of the 
bank all the time. He does nothing but appraise and report 
on values. It has been our practice in the past three or four 
vears of high cost of construction and high valuations to 
have him return to me practically two valuations on property: 
one, if you please to call it so, a pre-war price, and another 
making an allowance for the cost today of building. It then 
becomes the duty of the officer making the loan to take into 
consideration the various conditions, the cost of the prop- 
erty, the situation of the man, the reason for which he is 
buying the property, whether for home purposes or for busi- 
ness, and to arrive at some fair basis on which to loan him 
the money. We have been very successful in this respect 
We have had no foreclosures in the last four or five years. 

I only speak of that to cite the fact that we have made 
conservative loans. Probably the borrower thinks we have 
been much too conservative. But as our business is to loan 
the funds of our depositors and not to look after the interests 
of would-be borrowers, I think we have kept a proper balance 
and not over-loaned in these trying times. 

On the matter of public liens. We have had some little 
experience with public liens which has not been altogether 
happy where property on which we had a mortgage loan has 
been taken by the city for some public improvement and our 
mortgage has been wiped out. One case particularly I have 
in mind where the man said to me: “I know my interest is 
due, some eight or nine hundred dollars on that loan, but 
as long as the city has taken this by eminent domain and has 
not adjusted with me yet as to the value, I do not see why 
I should pay interest on the loan.” In other words, we have 
been held up for our just interest while the owner scraps out 
with the city the question of what price he is gding to get 
for his property, and as a result of that I have, for some 
years past, made’a rule that we will take no loan on property 
where the march of public improvement would seem to indi- 
cate that that might be in line for a public taking later, with- 
out a written agreement with the borrower to the effect that 
he will take care of our interest promptly when due without 
waiting for any adjustment with the city as to the price he is 
to receive. That has worked out very satisfactorily in a 
number of cases. 

Another situation that has arisen is where real estate has 
been purchased by trustees without personal responsibility. 
We have had the unfortunate experience which no doubt has 
come to many of you that the manager of a syndicate owning 
the property will say: “Yes, I know the interest is due, but 
two of the men have paid in their assessment for the interest, 
while another man is in Canada and another in Florida, and 
when we can get in touch with them we will give you your 
interest.” In a case like that J have also learned from expe- 
rience that it is wise to get their personal signatures on the 
note and their agreement that the interest will be promptly 
taken care of. In a great many instances they have balked 
at that at first, but I know of no instance where they have 
not finally come around and properly signed up for it. 


Mortgage Loan Interest Rates 


W. B. BAKEWELL 
Vice-President Mercantile Trust Company, San Francisco 


In any study of interest rates on mortgage loans, we should 
first of all distinguish between the current rate on commercial 
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loans used for working capital and the investment rate on 
funded loans to provide fixed capital. The rates on these 
two kinds of loans are governed by entirely different laws 
and move along different lines. While it is perfectly true that 
both may be affected at times by the same influences, never- 
theless, a change in one does not necessarily imply a change 
in the other. In general, commercial rates respond quickly 
to changes in the activity and volume of trade, while invest- 
ment rates move slowly under the influence of certain eco- 
nomic and social forces. 

In mortgage loans, we are concerned with the investment 
rate, as applied to this particular class of investments. The 
funds which are employed in these loans are, both in their 
origin and in the method and term of their employment, 
essentially investment funds. Whether accumulated in the 
hands of individuals or institutions, they represent surplus 
saved capital of the community and seek investment for ex- 
tended periods of time. While large quantities of commercial 
funds, seeking temporary or speculative employment, often 
invade the investment field, yet, so far as this particular type 
of investment is concerned, these funds play a very small part. 
At the present time the bond market is feeling the effect of 
the diversion of commercial funds into investments, but such 
a movement can have little direct effect on the mortgage rate, 
as mortgage loans are not readily convertible and do not 
attract such funds. 

When we come to survey actual existing rates on real 
estate loans, we find a great deal of variation in rates in 
different localities and often in the same locality. In order 
that we may understand the reason for these variations and for 
changes in the rate which occur, it is necessary to analyze the 
factors which enter into and determine the rate on invest- 
ments in general and those which apply to this particular kind 
of investment. 


Economic Factors 


The economic elements in the investment rate are: 

1. The basic rate for investment funds—the bare loan 
value of money available for investment as determined by the 
“supply and demand” for such funds. 

2. Insurance against risk—the additional compensation 
exacted to induce the investor to assume the risk involved in 
the investment. 

3. The cost of handling—that is, the cost of collecting in- 
terest and recovering principal. 

4. Marketability—the ability to convert the investment 
into cash at will. 

5. The tax rate—the effect of taxation, local or federal, 
in reducing the net yield of the investment. 

In different types of investment these factors have a vary- 
ing degree of importance, and one or more of them may be 
entirely eliminated. For example, in stock investments the 
important factors are basic rate, insurance against risk and 
marketability. In corporation bonds, these same factors plus 
the influence of taxation. In state and municipal bonds of the 
first class, the only factor present is the basic rate, as risk 
and cost of handling are eliminated, marketability is assured, 
and such bonds are exempt from local and federal taxes. 

In mortgage loans we have all of these factors present ex- 
cept marketability. This feature is of no importance here 
because individuals and institutions investing in these loans 
expect and desire to keep their funds so employed during the 
term of the loan. 

In well secured mortgage loans made in any particular 
locality, the basic rate and tax rate are variable while the 
features of risk and cost of handling are constant. It should 
be possible for one familiar with conditions in his locality 
to evaluate these factors with fair accuracy, and to build up 
a theoretical mortgage loan rate. Reversing this process, he 
can take the existing rate, deduct from it taxes to be paid, 
allow a further amount for risk and cost of handling, and so 
arrive at the basic rate or real yield on the investment. The 
minimum yield should be at least equal to the yield on tax-free 
municipal bonds of like maturity. 


SocraL Factors. 


In practice we find that in individual mortgage loans, the 
effect of economic factors is modified by an entirely differ- 
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ent set of factors, which we may call social or personal 
factors. Policy, custom, legal limitations on the rate, reluc- 
tance on the part of institutions to change an established rate 
to borrowers who may also be depositors, the feeling that 
increased rates may deter needed building activity—and so 
on. Such considerations act as a drag on economic forces 
and resist the tendency to change established rates, either 
upwards or downwards. It is to be noted, however, that 
these influences are negative rather than positive, and while 
they have a potent effect in determining the actual rate 
charged for loans, they are seldom responsible for any 
change in the rate. 

In the long run, the economic forces prevail, and so long 
as economic pressure acts on the rate, it will slowly adjust 
itself to new levels. Thus, we find that over a period of 
years the rate does change materially, and prevailing rates in 
all sections of the country are now from 1 to 2 per cent. 
higher than they were prior to the war period. The variations 
in rate which exist in the same locality are due to these per- 
sonal factors. Policies of individuals and of institutions differ, 
and result in these inconsistencies in rate. 


MortGaAGE LoANs—LocaAL INVESTMENTS 


Mortgage loans are primarily local investments and for 
the most part are dependent on the local supply of surplus 
capital. In certain sections of the country local funds have 
been reinforced through the agency of mortgage loan com- 
panies, insurance companies and savings institutions in adja- 
cent money centers, and quite recently by the Federal Farm 
Loan and Joint Stock banks. Each locality will have its 
own basic rate as determined by the local supply and de- 
mand for such funds, to which, of course, must be added 
the elements of risk, cost of handling and taxes. In the large 
money centers the basic rate will approximate the yield on 
tax free municipal bonds, while in the smaller towns and 
rural districts the basic rate will be higher according as the 
supply is less adequate to meet the demand. It is not sur- 
prising then to find a great variation in interest rates in differ- 


ent sections of the country. 


Ursan Loans 


In urban mortgage loans the elements of handling cost 
and risk are reduced to a minimum. The property securing 
such loans is readily marketable and capable of accurate 
appraisement. The possibility of employing large sums in such 
loans, well secured by tangible values, has long made mort- 
gage loans a favored form of investment for the funds of 
savings banks, insurance companies, trusts and individuals. 
We find therefore that in the larger cities these loans enjoy 
rates which compare very favorably with other forms of in- 
vestment, and in most cases the rate on such mortgage loans 
has failed to reach as high a level as that prevailing on first 
class corporation bonds. In certain sections, where these 
logns are largely made by mutual savings banks and insur- 
ance companies, which are exempted from the Federal in- 
come tax, such loans can be profitably handled at 6 per cent. 
in competition with non-taxab!e securities. 

The general trend of the rate has been to follow the open 
market investment rate, the prevailing rate being from 6 to 
7 per cent—or about % to 1 per cent. higher than pre-war 
levels. 

In the smaller cities, where the supply of capital available 
for such loans is more limited, the rate runs from 7 to 8 
per cent. 


Loans 


In rural loans there is a much greater variation in rates 
than is found in urban loans, and at the present time they are 
found to range from 6 to 10 per cent. This is due both to 
the different degree of risk involved in loans made in differ- 
ent localities and also to the fact that in some sections there 
is a great deal larger supply of funds available for invest- 
ment than in others, 

In the older and more highly developed rural districts, the 
risk involved in farm loans is very small, and the experience 
of those companies which specialize in these loans is that the 
ratio of loss is negligible. Such loans attract funds from ad- 


jacent money centers and certain large insurance companies 
prefer well-selected farm mortgage loans to all other forms of 
investment. Many mortgage loan companies specialize in farm 
loans and act as a medium for their distribution among in- 
vestors. Where these favorab‘e financial conditions exist, 
the rate on rural mortgage loans approximates that on the 
best class of urban loans. 

As the distance from money centers increases, rural com- 
munities are thrown more on their own resources and the 
rate on these loans advances. In the more newly developed 
rural districts the element of risk becomes an important fac- 
tor in the rate and until land values have become firmly estab- 
lished, such loans command a high rate of interest. 


FepERAL Loan SysTEM 


It was in order to standardize the rates on rural loans to 
small farmers, to enable them to obtain loans at low rates 
of interest running for a long period of time and so give them 
an Opportunity to gradually amortize the debt on their land 
that the Federal Farm Loan system was organized. The 
interest rate on these loans was limited to 6 per cent. and 
the borrower was required to make an annual payment on 
principal sufficient to retire the loan in not more than 40 
years. It was thought that by pooling these loans, the tax 
exempt bonds representing them would find a ready market 
among investors at a rate which would provide for adminis- 
trative expenses and still allow the rate on loans to remain 
at not more than 6 per cent. 

It is not within the scope of this address to discuss the 
requirements and details of the system, or the public policy in , 
giving such assistance to farmers, but rather to point out 
the effect, if any, of such Federal loan agencies on the rate 
for mortgage loans. The limitations p!aced on these loans 
are such that their benefits so far have been largely to the 
smailer farmers. Where farm loans can qualify within the 
requirements of the system, it is likely that such loans will 
be removed from the field of private investment. 

Private loan agencies can hardly hope to compete with 
Federal loan agencies under the terms on which such loans 
are granted. It seems to me that it will not be so much a 
case of competition as a clear cut divison of the mortgage 
loan field. Owing to administrative difficulties of the system, 
and to the amortization requirement, many farmers will not 
avail themselves of the benefits of the system. The great 
bulk of farm loans are not eligible under the requirements 
of the system. Such loans will continue to be made by 
private capital, and the rates will be determined by the same 
factors as heretofore. 

The history of the Federal land bank system to date 
would seem to bear out this view, and private mortgage rates 
have been little affected by such competition. It is impos- 
sible to tell at this time to what extent the Federal system 
will absorb rural loans, but it is interesting to note that on 
December 31, 1920, the total amount of loans by the Federal 
land banks amounted to about $350,000,000, while the total 
loans of the Joint Stock land banks amounted to about $78,- 
000,000. Federal farm loans averaged less than $3,000 per 
loan. - The Federal land banks have, during the past year, 
been greatly hampered by suits involving their constitutional- 
ity. All such questions have recently been settled by the 
Supreme Court, including the tax exemption of the farm 
loan bonds, and these banks appear to be well established 
both from the standpoint of legality and public policy. 


EFFect oF TAX EXEMPTIONS 


From a theoretical standpoint, the main point of attack 
on the Federal land bank system has been the exemption of 
these bonds from taxation. Many tax experts and economists 
see in this the first step towards extending tax exemption to 
other fields of private enterprise. One of the two variable 
factors in the interest rate on investments is the effect of 
taxes in reducing the net yield on the investment. Increase 
in the tax rate is a potent factor in raising interest rates on 
mortgage loans. 

Now it must be obvious that whenever great masses of in- 
vested capital are exempted from taxation, the burden so re- 
lieved will fall upon capital which is taxable and will even- 
tually be reflected in the rate of interest on those instru- 
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ments which represent it. In other words, whenever tax 
exemption favors one class of people, it is done at the ex- 
pense of cther classes. Not only is this so, but as these tax 
exempt bonds are eventually absorbed by those who have large 
incomes aud who are subject to the higher rates of surtax, 
the burden which falls upon taxable income is out of all pro- 
portion to the benefit enjoyed by the favored class. 

The whrcle question of tax exemptions is a complicated one 
and involves both political and economic questions. It seems 
clear, however, that the creation of great quantities of tax 
exempt securities must destroy the efficacy of our present 
system of progressive taxation and tend to increase the gen- 
eral level of tax rates. It is impossible at this time to more 
than touch upon this subject, to point out its relation to inter- 
est rates and tc commend it to your consideration. 


ForECAST 


With regard to future movements in the mortgage inter- 
est rate, the judgment of most bankers is that rates will be 
maintained at least at their present level for some time to 
come. Of 80 bankers located in various parts of the country 
who were asked to express their opinion on this point, 61 stated 
that they expected no change in rates in the near future, while 
19 expect a slight reduction in rate within two years. 

Rather than attempt any definite forecast of rates, it is far 
better to focus our attention on the variable factors in the 
rate, for it is these which will eventually determine any 
change in rate. 

There is little prospect of any immediate reduction in the 
level of taxation. Even if the cost of government can be 
brought down, the requirements of interest and debt reduc- 
tion will keep the tax rate at or near its present level for years 
to come. 

Any reduction in interest rates on mortgages will have to 
come through some change in the ratio of supply and demand 
for such funds. When the readjustments in building costs 
have been completed, there will undoubtedly be a great re- 
vival in the building trades, and the demand for mortgage 
loans will increase rather than decrease.. The supply of 
such funds can come from only two sources, either the re- 
lease of funds otherwise invested, or the creation of new 
capital through accumulation and saving. If the open market 
investment rate should fall back to old levels, or below the 
rates prevailing on mortgage loans, investment funds at pres- 
ent employed in other forms of investment wou'd be attracted 
to the mortgage field. Although there has recently been some 
indication of such a change, the world-wide demand for 
capital is still heavy, and it is too soon to tell how far reduc- 
tion in the investment rate will go. Moreover, it must be re- 
membered that, although mortgage rates have risen, the ad- 
vance has hot been nearly as great as in the open market 
rate. The most hopeful sign of the times lies in the wave of 
economy, governmental, corporate and individual, which is 
taking the place of the reckless extravagance of the war 
period. The cumulative effect of such a national movement 
should be very great and will go far towards increasing the 
supply of investment funds. 

Of one thing we may be sure, and that is that any change 
in the level of mortgage rates will come slowly. It has 
taken years to raise them to present levels, and I believe 
that we may expect to see them remain at these levels for 
some time to come. ; 


Discussion 


E. A. Brown: In the discussion this morning of the paper 
by Mr. Frazier mention was made of amortizing the loans. 
This is particularly true of the loans made to borrowers on 
city property. The custom that has been in vogue in the 
Berkeley Bank of Savings and Trust Company for many 
years has been to obtain a payment each month on the princi- 
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pal, so that at the present time about 75 per cent. of the 
loans that are made on local business and residential prop- 
erty by that bank have at least a 1 per cent. per month 
payment made on the principal. 

This accomplishes two or three things. In the first place 
it more than takes care of any depreciation in the property; in 
the second place, it teaches the borrower a thrift habit that is 
of great value in the years to come. We find that not only 
do the borrowers pay this in regularly, but that after the 
loan has been liquidated they then become very good savings 
depositors, because they have gotten the habit of paying in a 
certain amount each month, and they continue that right 
along, and for those reasons I think it is a splendid thing to 
adopt by all of the savings banks. They would not have to 
follow their loans so carefully if they adopted that system. 

And with the loans on farm property, if it was understood 
that there should be a small payment at least once a year on 
the principal the same result would be obtained there. I 
thought I would bring that point up because it may be of 
some value to some of you. Another thing, it gives you an 
opportunity to have new funds coming in each month, These 
would run from fifty to a hundred thousand dollars on eight 
million dollars of loans, which would be coming in each 
month to you on new funds, from your borrowers, to be re- 
loaned to help to develop your communities. (Applause.) 

Mr. Stack (Union Trust Company, Cleveland): Mr. 
Chairman, we employ the same plan, and have done it for 
many years. It is 1 per cent. For instance, on a loan of a 
thousand dollars the mortgagor will deposit $10. That $10 
is credited to a savings account in the mortgage and loan 
division, and when it amounts to $50 or $100 we credit it upon 
the mortgage loan itse!f, and we have mortgage loans amount- 
ing to about $60,000,000. That gives us $50,000 in the savings 
department all the time at 4 per cent., because as long as these 
funds are not credited to mortgage loans they bear 4 per cent., 
but the moment they are they bear 6 per cent.—or the interest 
ceases at 6 per cent. 

Now that teaches the savings habit, because depositors get 
a savings pass book immediately and not at the time the loan 
is liquidated, and then it also gives us $50,000 in the savings 
division at 4 per cent. But there are others to whom this 
method might be offensive, and who borrow larger amounts. 

We collect interest four times a year, and if the party 
wishes to apply a hundred dollars every quarter or a larger 
amount in proportion to the loan, the liquidation may be 
completed in that way. In time of panics this liquidation or 
amortization of loans has been more liquid than many of our 
loans to our customers because it has been going on, and 
most of our loans, in a working man’s district, are paid, on 
an average, once in six years. When an amount becomes due 
they hasten the payment in order to get the cancellation of 
the loan. Then the foreigners not only are anxious to own 
their own homes, as well as homes for their children, or 
for investment, so they borrow again and insist upon the 
amortization of the loans if we do not ask them about it. 
We believe the plan is very splendid. 

CHAIRMAN: Your rule is flexible, then? 

Mr. Stack: Yes, sir. We do not stick to any fixed rule. 

CHAIRMAN: Does it apply to business property? 

"Mr. Stack: It applies to business property also. And 
then we study individual cases separately. If the customer is 
of such a standard we bury the rule, and if the customer is 
not of such a standard we insist upon a certain percentage. 
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It depends upon the circumstances, so that each loan stands 
upon its bottom, and we have found it very satisfactory. 

Mr. Dittetr (Palo Alto, California): How long a time 
are those mortgage loans for? 

Mr. Stack: The standard rule in the city of Oakland is 
for one year, and the amortization. plan I have spoken of 
does not appear in the mortgage itself. It is an optional 
agreement, and the mortgagor signs an agreement on the 
reverse side of the application waiving all conditions in 
reference to part payments; that is, the agreement to pay $10 
a month would make the mortgage due in so many years in 
the future, but we reserve the option in case of emergency 
to call that loan at the end of one year. 

Mr. Ditterr: In your state does a loan outlaw in four 
years from date of maturity? 

Mr. Stack: No. 

Mr. Dittetr: When does it outlaw? 

Mr. Stack: In our state it is six years from the time 
of the last payment, so that it is never outlawed because we 
collect interest quarterly. As long as the agreement is alive, 
practically, there is no outlawing of it. 

Mr. Carpwett (Oakland, California): Mr. Chairman, 
the bank I am connected with has been a pioneer bank 
around the. bay district. We follow approximately the same 
plan in the Berkeley bank, of which Mr. Brown has spoken, 
and we find it is a most entirely satisfactory system. We have 
the loan customer coming to us at the time the loan is paid 
and thanking us for insisting upon these monthly payments; 
and our contract is entirely contained in our note. We have 
no side agreements. 

Our attorney will not confirm any side agreements. And 
the installment is one per cent. of the amount borrowed, and 
of course, with some variations to suit conditions. Flat loans 
are made in cases where the emergency warrants it or where 
the security is very ample and where customers are entitled 
to some special consideration or accommodation, mostly on 
business grounds. We find this method very satisfactory. 

CHAIRMAN: May I ask what percentage you are allowed 
to loan? 

Mr. CALpwELL: The state law of California permits us to 
loan to the extent of 60 per cent. of the market value. Of 
course, market value is rather a flexible basis, 

CHAIRMAN: Do you find any difficulty in the borrower’s 
inability to pay a monthly installment on his first mortgage 
when he may have a second mortgage on which he is 
obliged to make regular reductions? That is our trouble 
in the East to a considerable extent. 

A man puts so little of his own money into his equity in 
the property that his second mortgage payment require- 
ments are so great that it is rather difficult at times to force 
an amortization proposition on him until he has gotten his 
second mortgage out of the way. 

Mr. Stack: The seller and the borrower are present at 
the same time when the negotiations are made and an assess- 
ment is made in regard to the payments as measured by the 
ability of the purchaser, and we get along very successfully 
because we do not wish any foreclosures. 

Mr. Kincssury (Akron, Ohio): Mr. Chairman, we are in 
the rubber city, you know, and our mortgages are pretty 
elastic down there; and I want to say that I fully agree 
with my friends here that we should have a definite amount 
stated when we make a loan on a mortgage—a definite 


amount of that mortgage that should be paid when that 
mortgage matures, because we find that there is not one in 
a hundred—and I guess I am putting it mildly—that is in 
any shape to pay that mortgage when it is due. It makes 
me think of a story I heard about a man in Oklahoma, 
and I guess it is a true story, too. He had a mortgage 
loan in a bank in Washington, D. C., and the bank at Wash- 
ington wrote him that they would like to have the mort- 
gage paid, and he sent back word: “Gentlemen, I have your 
request. When these fellers down here pay me I will pay 
you; but if you ain’t any more in shape to meet your God 
than I am to pay that mortgage you are sure enough going 
to hell.” (Laughter.) 


Now that is just about the way with all the mortgages 
we have had anything to do with that did not have a definite 
amount stated at the end; and I think it is a good thing 
to have our hands on practically everything that we have to 
do with. 

This plan that has been described is a good thing for us 
as savings bank officers to know just how well we are hold- 
ing in hand that which has been entrusted to us. Then, 
on the other hand, I believe confidence in our banks is the 
greatest advertising asset we have. If we have inspired con- 
fidence among our clientele they will not only support our 
bank by depositing with us but they will, in turn, pay their 
loans, because they feel that we are entitled to that much 
consideration after helping them. 


DELEGATE: Do you make any more favorable rate on an 
amortization loan than on a straight loan? 


Mr. Stack: We have been making a rate of 6 per cent. 
and we never vary from that rate. We do not know of any 
loans as straight loans, they are all partial-payment loans. 
Then there is another condition there that I have not stated, 
that in case the property is sold there is a condition in 
the mortgage that before the mortgage can be assigned to the 
new purchaser it is at our option, and that gives us an 
excellent chance to negotiate with the new purchaser as to 
the part payments and at some future time it brings new 
business to the bank. 


W. C. Le Roy (President Kansas City Terminal Trust 
Co): I would like to ask about figuring the interest on these 
payments. This gentleman said he preferred to credit small 
payments to the savings account rather than to the mort- 
gage loan account, and I would like to know how they 
figure that. 

Mr. Stack: In Cleveland, under the savings bank rules, 
we compute interest monthly, and if the transfer is made on 
the first of October the mortgagor receives interest at 4 
per cent. up to the first of October, and then the interest 
ceases at 6 per cent. on the first of October and that amount 
is transferred, and if he pays it in the middle of the month, 
which we do not encourage, he merely receives interest up 
to the first of the month. We try to tell the people what to 
do, for their benefit, in order to try to obtain their goodwill 
for the future. For instance, A has in his pass book, on 
October 1, $1. He comes to our teller and the teller says: 
“Mr. A, it will be to your advantage to transfer that to 
your mortgage loan, because we can only pay you 4 per cent. 
in the savings department whereas you might as well have 
the benefit of this 6 per cent.” 

Mr. SHove (Treasurer Malden Savings Bank, Mass.): 
Mr. Chairman, I have listened with great interest to what 
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our western brothers have had to say, and there is one point 
that occurs to me that has not been answered. If your mort- 
gages are good ones, why do you want your pay? It seems 
to us it is better to keep your security in hand and allow the 
obligation to mature in the regular way. 


Mr. Stack: We have mortgages that are actually yellow, 
where there have been no part payments made, and I have 
interviewed the people and they have told me, “Mr. Slack, 
you should have demanded that part payment when we were 
able to pay, but we are now too old. We can only pay the 
interest, expecting our children to pay the principal.” Now 
that is the condition. I think the people would welcome it. 
If you would demand payment in the time of their life when 
they could pay it they would thank you when they became 
older. 

Mr. SHove: Our experience has been that they don't 
thank us. 


Mr. SAvuL: Mr. Chairman, I have listened to this discus- 
sion with a great deal of interest, as I have taken a great 
deal of interest in loaning money on mortgages for the last 
twenty-five years. Of course, we want to educate the bor- 
rowers to pay off, but all bankers know that what we want 
to do is to accommodate our customers. When a man comes 
in to make a flat loan on terms he wants to think it is 
proper banking. When he comes in to get a mortgage loan, 
to loan it for three to five years, or to be amortized in a 
certain number of years, depending upon his requirements, 
we have followed the system of loans which has proved 
very satisfactory for ten years, loaning very many millions 
-of dollars and not having any losses and not having had to 
buy in any properties during that time. We usually make 
straight loans, 


At present, under present values, and when it is very 
hard to say what the values are, we are not loaning on 
present values, but we are considering each case very 
carefully. But I might say that our pre-war rule was that 
we would loan 60 per cent. of the value of the property on 
a straight loan for three years without any amortization. 
We would loan’ 75 per cent. on an amortized loan, which was 
around about 1 per cent. per month, however, that being 
half principal and half interest. The credit was made on 
the loan each month, so that the man’s interest was reduced 
each month, and consequently a larger amount of payment 
of principal was made each month as the interest was reduced. 
That required more figuring, but it was of advantage to the 
borrower, and a loan of that kind matures in about eleven 
years. 


We found what induced us to start making monthly pay- 
ment loans was that every year there was a considerable 
amount of money turned back; but I see no reason for a 
man being required to pay off his loan if it is good. We 
woud have a re-appraisement every time the loan becomes 
due. We allow no loans to run over that mature in at least 
three years, and an appraisement is rnade two months previous 
to the maturity of the loan, so that we will be in position 
to tell the man whether we will renew the loan, if he wants 
it, or what curtailment we will require. If that man then 
wants a monthly payment loan we will give it to him. 


One of the reasons we have adopted the method of 
monthly payment loans was that we used to make them 
three-year loans. And this will apply to the question as 
to the ability of the purchaser to pay monthly payments 
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when he has given a second trust deed to the builder. In 
those cases practically all of our loans are for three years; 
but we found that at the end of either three or six years our 
loans were being paid off and taken by building and loan 
associations, and before our three-year loan matured we 
would send a circular setting forth our plan and we got most 
of those monthly payments. If we make a monthly payment 
loan maturing in eleven years, and in two or three years 
time the man comes in and says: “I find I cannot make these 
payments; I want the loan renewed for the full amount for 
three years,” we appraise the property and determine 
whether it is a perfectly good loan, which we would make 
ona straight basis for three years, and if so we will change 
the payments to suit his requirements. 


CHAIRMAN: Is there any difference in interest, Mr. Saul, 
on either class of loans? 


Mr. Saut: No. At one time we made a 5% per cent. 
straight loan. We charge 6 per cent. And when our straight 
loans went to 6 per cent. we continued to loan on the monthly 
payment plan at 6 per cent. 


Mr. GANNon: I just want to get at some basis of taxa- 
tion. Do the states have different bases of taxation? Now, 
the California people can answer as to what the rate of 
taxation is on a thousand dollar loan, for instance. In Okla- 
homa we have a mortgage tax sale which provides that the 
mortgage is taxed when it is recorded. That is one of the 
conditions of the mortgage. The mortgage tax must be 
paid then. Different states have different rulings on that, 
and I would like to get a little information on that line. 

Mr. FreeLaAnp (California): In answering the gentle- 
man’s question, I would say that our mortgages in California 
are tax-exempt. 

Mr. Nicuoits (Pittsburg): I would like to ask the 
gentlemen from California with reference to that proposed 
payment of, for instance, $100 per month. Now we find that 
our customers like vastly better to have the credit put right 
on their mortgage loans and have the interest stop imme- 
diately than to try to hold it a little while at that lesser rate 
of interest. We think it places them better, where they see 
the difference between the 4 and the 6 per cent. 


Mr. Srack: For instance, on loans of under $300 multiples 


of $50 can be applied on the principal at any time. Loans 
of $1,000, we generally require $100. We live in a very 
thrifty community and it is easy for them to accumulate $50 
or $100. Another thing, they like, instead of getting receipts 
for their small amounts, to have their pass books, and it is 
an indication or record of the entire loan; so that when 
they make their part payments they get a separate receipt. 


Mr. Ettz (Palo Alto): Mr. Chairman, I have listened to 
this discussion on the amortization of loans. We have not 
followed it except in very few instances, and then on city 
property. I have found no trouble in getting customers to 
amortize theif loans on improvements, but, as the gentleman 
from Cleveland says, when it comes to offer the property 
they nearly all want flat loans, and they want them for 
two or three years; or expect to take it out of their crop 
when it comes in, or the sale of their cattle, and it seems 
to me, after hearing it discussed here, that it is one of the 
finest things that has come before this meeting, from the 
principle involved, that you are helping your customer. You 
can keep on charging interest on a flat rate where you 
have plenty of margin of security. The man has paid in on 
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that thing all through the life of that mortgage, and could 
have paid it off many times if he had been thrifty. But the 
real advantage is the advantage to the community, and you 
have really helped that man to pay for his home when you 
are through if you have followed the plan. 


Mr. Otis (Los Angeles): Mr. Chairman, I would like to 
hear from our friends from other large cities particularly, 
other than Los Angeles, as to what system is employed in 
watching the public records for unpaid taxes and assessments. 


CHAIRMAN: I am not a large city savings banker, but 
I can say this, that our tax collectors in the city in which 
we are located, and in the towns around, have been very 
kind in notifying us whenever they were to sell property for 
non-payment of taxes. The sales also are advertised in our 
papers, and our mortgage department takes these papers and 
checks over every list that is for sale for non-payment of 
taxes to see in what properties we have an interest. Then 
we follow those matters up. 


Mr. SAuL: Our custom is that once a year we send down — 


to the municipal building where the tax records are, having 
a tax card for every loan. We arrange our tax cards then 
to suit the system in vogue in the record office, and check 
practically every loan to see whether the taxes have been 
paid, and taxes payable in May are sent down about fall, 
say in October. Then we have a system of letters through 
which we find the delinquents—I might say that in one year 
we found there were about five hundred payments overdue on 
taxes in October. We started in by sending out letter No. 
1, then letter No. 2, and then letter No. 3, making each one 
a little stronger, and after they were sent out for a couple 
of months we followed them in each case personally; but 
when the tax sales came around, which was about February, 
we had about fifteen delinquents. 


CHAIRMAN: I am sorry we must cut short this very in- 
teresting discussion owing to lack of time. I am sure we 
would all like to continue it, but I am afraid I must turn 
the meeting back to Mr. Frazier. 


CHAIRMAN Frazier: I might say that we found it neces- 
sary a few years ago to adopt a system that would be a 
system as to taxes and local improvement taxes, so we em- 
ployed the Title Insurance & Trust Company, a local ab- 
stract company, in that connection. They have a record of 
every mortgage that is paid off as soon as it is paid, and we 
have immediate information as soon as that is done, and that 
slip goes to the delinquency department. It costs about $1,000 
a year that we have to pay the abstract company for that 
information. 


President W. A. Sadd entered meeting. 


PRESIDENT SApp: I want to apologize, gentlemen, for not 
being able to be with you, but I had a meeting of the Ad- 
ministrative Council, and I have been there this morning. 
I am glad to know that you have had an interesting meeting, 
and will be pleased to be with you at the rest of your ses- 
sions. This, I believe, closes your session here this morning, 
and I hope you will all be here at the general meeting to- 
morrow afternoon at the Ballroom in the Alexandria Hotel. 
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CHAIRMAN: Gentlemen,-I feel particularly gratified to 
have the nineteenth meeting of the Savings Bank Division at 
the City of Los Angeles, California, a part of the country 
which knows big things, and does big things, and one which 
really gives a lesson to the whole of the country. 

During the past year we have seen a new alignment of 
business and a new alignment of thought. It seems to be the 
purpose of all now teaching thrift, to confine “thrift” to per- 
sonal advancement. Yet we do hear of community thrift and 
governmental thrift. 

The savings banks of the country owe a duty to the coun- 
try to teach what I call true thrift or true economy. In the 
years that have passed savings banking has grown from the 
mutual savings banks of the East to become one of the most 
powerful influences in this country. As the country grew, 
other state banking institutions developed in the Middle West, 
and it is due to them that we have the savings departments 
of the state banks. Now we are seeing the savings depart- 
ments started in the national banking institutions of the 
country. 

We believe in teaching savings to all the people. This work 
which is going on is of inestimable benefit to the country 
because it makes the people themselves capitalists. 

I will read the annual report of the activities of our divi- 
sion during the last year, as presented to the general session 
of the American Bankers Association this morning. 


CoMMITTEE APPOINTMENTS 


Resolutions Committee: Charles H. Deppe, Chairman, of 
Cincinnati; W. E. Knox, of New York; V. A. Lersner, of 
New York; A. P. Howard, of New Orleans; and A. C. 
Robinson, of Pittsburgh. 

Nominating Committee: William E. Knox, Chairman, of 
New York; George M. Wallace, Los Angeles; and P. J. 
Slack, of Cleveland, Ohio. 


Laws That Encourage and Protect Savings 


CHAIRMAN: In the various problems for the savings banks 
of the country has been the development of the savings busi- 
ness, as I have lightly sketched it by my preliminary remarks. 

We have the mutual savings banks of the East, the depart- 
mental banks of California which, by the way, I believe is 
the best system of banking there is in the United States. (Ap- 
plause.) It is one where both the people are protected and 
the banks are protected. 

Next are the composite banks and then the savings which 
are banks started in the national banks of the country. We 
are all working for one thing. There is no competition be- 
tween plans when worked out on the proper basis. 

As representing the mutual savings banks, we will hear 
from a man who has spent years in the development of the 
mutual savings bank, and I know of no one who is better fitted 
to give us a brief view of the idea of the mutual savings banks. 
I will ask Mr. William E. Knox to address the Association 
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Mutual Plan of Savings Banking 
WILLIAM E. KNOX 


Mr. Chairman and gentlemen of the convention: It is 
rather like bringing coals to Newcastle, it seems to me, to 
talk about mutual savings banks to a gathering such as this; 
and yet we all of us go to church regularly on Sunday to hear 
the same old history, and, while‘ we may tire of it once in 
awhile, I think it does us good. So I do not think there is 
anything to be lost by holding up again even to an assembly 
like this the ideals of the mutual savings banks. 

We are the one great financial body in the country who 
have absolutely no selfish interests at heart. We are the one 
great financial body in the country that comes closest to the 
people; and we are the one great financial interest in the 
country that renders the most service for the least personal 
return. 

When the savings banks were first thought of one hundred 
and more years ago in Scotland, and when they were trans- 
planted to this side of the water in 1814, nobody at that time 
had the remotest idea of the tremendous development that 
they would have. When the first banks applied for their char- 
ters in the State of New York and in other states, the prac- 
tice was similar—the State Legislatures limited the amount 
that any one bank could take. 

My own bank in its original charter was chartered to re- 
ceive deposits up to $500,000, and that was supposed to be 
enough for any one institution to have of the people’s sav- 
ings at that time; and it was a very debatable question 
whether any institution in those days would ever reach that 
amount. Asa matter of fact, the second year after our insti- 
tution started it was a grave question with the trustees 
whether they would continue the thing for another year or not, 
because our balance sheets showed that we owed $258 more 
than we had. Thosé were inside figures not given to the 
public at that time; but they thought they would try it for 
another year; and that is the first and only time that we have 
ever been skating on such thin ice. So far as the half mil- 
lion dollar deposit goes, which was the limit of the bank’s 
capacity, in one day within the last year we took in three 
times that much over the counter. ; 


ORGANIZING A MutuaL BANK 


In all the states in the East where we have mutual savings 
banks and in the two states in the West, Washington and 
California, the modus operandi is pretty much the same. A 
number of disinterested citizens who feel that a savings bank 
would be a good thing for the community, get together, apply 
to the state authorities for permission to begin business, and, 
after having their past lives reviewed by the proper authori- 
ties, their responsibility looked into and their efficiency checked 
up, they get a charter. 

In New York under the present laws they have to do more 
than that. They have to subscribe at once a guarantee fund 
which comes out of their individual pockets and which may be 
repaid them in years afterwards if the bank prospers. They 
have to insure the expenses of the bank until such time as it 
shall be self-sustaining. They have to live under a law which 
prevents them either directly or indirectly from benefiting by 
any of the profits of the institution. So you can see that it is 
purely a work of good citizenship and philosophy. 

The management of the bank is vested in a Board of Trus- 
tees. In small places the actual conduct of the affairs with 
bank is frequently done by the same board of trustees with 
maybe one or two paid employees who are there all the time; 
but the investing and the directing of the bank is done actu- 
ally by the trustees. 

In bigger cities it is done by the trustees; but they can 
not give the personal attention to it that they can in small 
places. So they pass their duties along to a smaller executive 
committee which, in close consultation with the officers, direct 
the affairs of the bank. The management is responsible for 
absolutely everything. 

In the smaller institutions the executive committees fre- 
quently do the appraising of properties themselves when in- 
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vestments are made. In the big cities this is almost impossible. 
It is practically impossible in New York, although some of 
even the big banks do it,—I don’t know how. But we feel 
that in a city like ours, which covers so much territory, where 
real estate conditions vary so much in the different parts of 
the city, that no one but experts in the real estate business 
are competent to give proper values; and so we employ the 
best firm of experts we know of, and we do not always take 
their judgment as final. We supplement it with such judg- 
ment as we have ourselves; and the consequence is that, while 
all our investments in bonds show a very decided deprecia- 
tion, our investments in mortgages have shown us practically 
no loss over the last twenty years. The percentage of loss is 
so small as to be absolutely negligible. 


PusBLic SUPERVISION 


We are very closely supervised by the State Banking De- 
partment. We have to report to the state for every postage 
stamp that we use, for every pen point that we buy. We have 
to make an absolutely detailed report of every expense that 
we incur; and we are allowed to incur no expense whatever 
that is not a legitimate expense directly connected with the 
business. 

The trustees, many of them, give liberally of their time 
with no compensation. We have one committee, the execu- 
tive committee, that gets a fee, and another committee that 
meets twice a year that gets a small fee. Our expenses in an 
institution with a hundred and seventy odd million dollars of 
assets are less than $5,000 a year. As there are over twenty- 
five men on that committee, you see that no one of them, even 
if they all served, would get a very large amount. 

For a good many years we operated under a rather queer 
law in the State of New York, which did not provide that we 
could have any surplus or reserve, but which did provide that 
we should not have over a certain surplus or reserve. In 
other words, we could run along without any reserve or sur- 
plus at all, if we pleased; but if we were prudent enough to 
accumulate a surplus or reserve, the law provided that after 
it got up to a certain amount it should be distributed so as 
to bring it below a certain amount. However, lately, inside of 
the last few years we have passed a law in New York which 
requires every bank, before declaring a dividend, to set aside a 
certain portion of its earnings so that eventually the idea of 
the law is that every bank in the state shall have a very sub- 
stantial surplus to back it up. 


Wuat DETERMINES DivIDEND RATE 


We are most of us paying interest rates at 3% to 4 per cent. 
per annum. It is a very singular thing that in this last year 
or two we have been asked by people who ought to know 
better why we did not raise our rate to 5 or 5%, now that we 
are earning 6. I had from a lawyer, a very well informed 
man, this question: “I do not see why you people do not 
raise your interest rate to 514 per cent. You are getting 6 on 
everything else?” “Well,” I said, “if you will take all our 
bonds that are paying us between 312 and 4% off our hands 
at par so that we can immediately convert them into this 6 
per cent. stuff, we will do it,—we will be very happy to do it. 
If you can only devise a way for us to do that, we shall be 
more than anxious to do it.” 


More PErsoNAL SERVICE 


For a good many years the savings bankers thought it was 
simply their province to sit in their places of business and wait 
until the people came to them, to accept their money from 
them, (not always graciously at that, I am sorry to say) and 
to pay it back to them when they wanted it. They did not 
appear to feel that they were under any more duty to the 
public than that. 

We have gotten away from the paternal idea of the origina] 
savings bank men that were few in number and dealing with a 
small community; but in our big cities the banks have grown 
to be so big, the number of our depositors has-grown to be so 
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enormous, that we have rather lost the personal touch; and it 
seems to me that one of the first duties of the savings banks, 
the big mutual savings banks, now is to get back just as far 
as they can that personal touch with their depositors, to take 
down the bars between the bank officials and the people, to 
make their savings bank depositors feel that every bank offi- 
cial is a personal friend and not somebody who is only to be 
touched by long distance telephone if touched at all. 


We are getting that idea, it seems to me, more and 
more into actual practice in our banks. We are getting the 
human spirit in them more than we have ever had before; 
and we are getting those people to really think that we are 
their friends, and they are coming to us more and more with 
all sorts of personal problems. Some of us are beginning 
to put personal service departments into operation in which a 
woman can come in and have her husband’s wages apportioned 
so that she will know how to expend that most judiciously, and 
so that we can do all sorts of little personal things for people 
that they will appreciate, that will cost not so much in the 
way of money or effort, but still be a decided help. Years 
ago the savings banks, every one of them, was a law unto 
itself as far as those practices went. It did not look beyond 
the four walls of its own bank. It had no reason; but now 
of late years we have felt that we are a great part of the 
financial structure of the country. 


NATURE OF SAVINGS BANKING 


Think of it, our deposits in the mutual savings banks 
that I have outlined are somewhere in the neighborhood 
of seven billions of dollars. The handling of that vast amount 
of money is a great responsibility to us. We render a dual 
service, to the depositors whose money we care for and to 
the community whose business interests we help to build 
up through the collective gatherings of the mutual savings 
of the very poor. 

If we did not invent the motto, “Safety first,” we applied 
the motto, “Safety first,” from the very beginning; and I 
come to you with a message to you men in the departmental 
banks, the national banks and the state banks, and every other 
bank that has a savings department, I come to you with a 
message from the mutual savings banks, and that is this, 
we are not at all jealous of your entering into the savings 
bank field. 


If you will serve the depositors as carefully and as safely 
as we do, if you will try to surround them with the same 
safeguards that we have, we rather welcome you. There is 
room for all of us; and in so many of the states where they 
have no mutual savings bank laws, where the state bank and 
the national bank and the trust company has to do the savings 
banking for the people, we feel and we know that you are 
doing your full duty, that you are just as good savings bank 
men as we are, that you are just as careful of the interests 
of your depositors as we are, and so we bid you welcome to 
the great work that we all have in the problems of thrift 
among the American people. 

We feel that the people have not yet learned the lesson 
that we thought they had learned during the war, of spending 
less and saving more. We see on all sides of us signs of 
extravagance. Now that the days of unemployment have come 
we feel this would possibly be a good time to try to impress 
it on the people, to tell them quietly, but kindly, “I told you 
so. If you had saved when work was plenty and wages were 
good, you would be very much more comfortable now.” We 
have great hope that when this day of business depression 
has passed over, more of the people will have come to their 
senses and will make use of the various savings institutions 
of the country. 


Departmental Savings Banking 
CHARLES F. STERN 


Our Chairman seems so thoroughly sold on the idea of de- 
partmental banking that I feel rather inclined to give him my 
place for this occasion. 
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No one was more impressed than I with the sincerity and 
the fairness and the logic of the presentation of the gentleman 
speaking for the mutual savings banks. Beyond all question, 
the Rock of Gibraltar of the idea of thrift and savings in this 
country is the mutual savings bank. 

I want to assure Mr. Knox that there is neither envy nor 
jealousy on the part of .California as I look upon the wonder- 
ful success of the development of the mutual idea; but differ- 
ent localities and different local conditions and different tem- 
peraments, if you please, developed different means of meeting 
the same problems. I am going to try to show you that in Cali- 
fornia, under the departmental theory of banking that we are 
working out toward exactly the same goal, is every element of 
protection, every element of safety and every certainty of ulti- 
mate success that the older mutuals have worked out in the 
older centers of civilization. 

I quite realize, Mr. Chairman, that in the discussion of a 
question such as this that is in itself so technical and so thor- 
oughly involved, the method of presentation should be cold- 
blooded exposition. I am going to try to confine my discussion 
of this question to cold-blooded exposition. But if, perchance, 
my own eagerness and enthusiasm for what we are doing and 
have done in California break through despite my efforts, I 
am going to ask you to accept my apologies in advance be- 
cause, as superintendent of banks, I have lived very close to 
this thing in California, and I feel a very. warm heart interest 
in what we are doing and what we have done. 

What I say about California or as to California conditions 
involves, as it necessarily does, reference to the national banks 
of California. I do not wish to be be misunderstood. In Cali- 
fornia we draw no dead line between the nationals and the state 
banks. We work in healthy rivalry, but in absolute coopera- 
tion and harmony. We recognize that there can be no failure 
on either side of the street in which the other side does not 
pay a part of the penalty. 

As superintendent of banks I extended to and I met with 
the most hearty cooperation of both the Federal agencies in 
this state. The relations between my department and the 
Federal reserve bank and the organization of the Comptro’ler 
of Currency in California were those of absolute cooperation. 
The information of all of us was common to each of us and 
we worked on that basis. I will grant you, if you please, 
that my personal working relations with the late unlamented 
John Skelton Williams at times left something to be desired; 
but whatever scars there were have been healed and the breach 
has been closed in the coming of the present Comptroller, the 
Hon. D. R. Crissinger. (Applause.) 

Departmental banking is unique in California. There are 
a great many things that are unique in California, and I think 
California is quite as proud of her banking structure as in 
other things, and if I show that pride, ju:t charge it up, if you 
piease, to the modesty and repression that is so characteristic 
of the West. (Laughter.) 


CALIFORNIA DEPARTMENTAL Act oF 1909 


Departmental banking originated in California in 1909. It 
was not developed overnight as a finished, perfected system 
of banking, but it has been developed and expanded and modi- 
fied as the years went by, but the theory has never changed. I 
present the results themselves, and all speak for themselves. 

When the Departmental Banking Act was passed in Cali- 
fornia in 1909 the aggregate resources of the state banks of 
this state was somewhat less than $540,000,000. Today the 
banking resources of California are approximately $2,500,- 
000,000. Of that ameunt over a billion and a half, or some- 
thing like 62 per cent., is resident in the state banks of Cali- 
fornia. During that same period commercial banking under 
the state law in California has developed from nothing to an 
aggregate larger than the national bank development of 1909. 

During that period we have developed and elaborated and 
safeguarded a savings bank structure in California without 
the loss of a dollar in deposits to any depositor in the twelve 
years this law has been in operation. 

Today the individual depositors in the state savings banks 
of California come to well over two million, and by that I 
mean that if you will cross-section the population, following 
along these streets today, will find that over 60 per cent. of our 
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people, men, women and children, are individual depositors in 
the savings banks of California. You will find in the number 
of depositors and in the per capita of deposits that we rank 
with the older civilization of the East in whom the theory and 
practice of thrift has been the watchword for many genera- 
tions. 

California, still spendthrift, still a pioneer in spirit, is eighth 
today in population in the United States, but fifth in the re- 
sources of her savings banks. Back of that lies a story, and 
that is a story of departmental banking in California. 

Departmental banking, the new banking act of 1909, like 
very many pieces of regulatory legislation of that kind, was 
born of certain evils that had developed in the banking condi- 
tions in California. The banking structure at that time was 
rather on a parity with our political structure, and not very 
much could be said in favor of either. 

It is to the credit of the bankers of California themselves 
that it should be said that it was banking brains and banking 
ideals that expressed themselves in the departmental law of 
1909, if that law reads as it does read in many instances like 
a cross-section from the penal code of California, it merely 
evidences the sincere interest of the men who framed the law. 


OUTLINE OF DEPARTMENTAL ACT 


The theory of departmental banking is perfectly simple. It 
subdivides the functions of the bank into their component 
parts, and it sets up those functions as trust functions, savings 
bank functions and commercial bank functions. It establishes 
in the typical departmental banking what in effect is three 
separate banking institutions under one roof, each with its own 
allocated capital surplus, each with its own separate and 
segregated assets, its own deposit liabilities and its own re- 
serves, and each operating under its own individual law, that 
law designing specifically to give to each specific department 
_the necessary latitude and the necessary safeguards that per- 


tain to that individual type of banking business. 

In a word, if you please, if you will permit a homely illus- 
ration, the ordinary man in these days has old clothes in 
which he messes around his garage and in his garden, and he 
has a business suit for ordinary wear, and he has evening 


clothes for formal occasions. Now. why? Because those 
separate costumes give him added efficiency and comfort in 
different kinds of activities, and it would be rather difficult for 
any man to design a composite costume that would be equally 
comfortable and efficient in all of those activities—and there- 
fore departmental banking, if you please. 

We recognize that there is a wide difference between 
the activities of a savings bank, or a savings department of 
a departmental bank, and a commercial department for a 
commercial bank. In a savings department, safety is sine 
qua non. The return on the money to the depositor is not 
the essential thing. Preservation of his principal is the essen- 
tial thing. 

In a commercial bank or commercial department, the 
deposit is in a very large measure the result of extension 
of credit, and those deposits and the contents of that com- 
mercial bank are of necessity exposed to the hazards of com- 
mercial banking; and therefore we drive the wedge. 

There can be no discussion from the California point of 
view that trust responsibilities belong separate and apart 
from any other function of a bank. We recognize in Cali- 
fornia that the trust responsibilities of the bank are its most 
sacred obligations. We set them apart under ample capital of 
their own. That capital expresses itself in the deposit of 
securities of a preferred character, mostly governmentals or 
municipals, with the Treasurer of the State of California, 
after those securities have been passed as adequate by the 
superintendent of banks of this state. You will find in the 
trust departments of California no hodge-podge or catch-alls 
of various functions, banking and otherwise, that are com- 
mon in many other jurisdictions. You will find no insurance 
department, no escrow department, no real estate department, 
no speculation in bonds and stocks. You will find the fiduciary 
responsibilities of California trust deposits sacred, and, as 
such, safeguarded. 

You will recall the Phelan Act which permitted national 
banks to take on fiduciary deposits stipulated that the activi- 
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ties of those departments, the trust department of national 
banks, should be under the regulations that were applicable 
in the states where established; and therefore a national bank 
having a trust department in California is in effect a depart- 
mental bank, and its trust department is subject to all of the 
laws, all of the inspection and all of the regulation that a 
trust company or a trust department of a state bank in 
California is subject to. 


THE DEPARTMENT 

The Savings Department of the savings deposit in Cali- 
fornia is safeguarded in every possible way. Savings banks 
in California are not philanthropic in deposits. They pay a 
rate of interest comparable with the highest rate paid by the 
mutuals of New York. They take into consideration the 
depreciation in their bonds and investments. Under the regu- 
lation of the state banking department, they have been amor- 
tizing the depreciation in their bonds as the markets subside. 
Some day they are going to capitalize that appreciation when 
the market turns. That is done not only to amortize that 
depreciation and pile up the wonderful undivided profits ac- 
count to meet all of their losses, but also to pay a handsome 
return upon their money invested in this enterprise. 

They bring to bear in California not the casual or the 
uninterested point of view from a managerial standpoint of 
trustees, but the active interest and enterprise of the highest 
type of business men engaged in banking in California, be- 
cause that is managed most profitably in our state. 

We know, of course, that the financial backbone of any 
nation lies in the thrift of its people, that thrift (the habit 
of systematic saving) is a thing to be preached and to be 
enforced, to be safeguarded. We helieve that the results 
will demonstrate the advantage of California. 

We have safeguarded that deposit, as I have said, in every 
possible way, in the first place, by establishing a legal require- 
ment of capital and surplus as against deposit liability. In its 
earlier stages (up to two million of deposits) that relation- 
ship is as one to ten. For the increasing deposit liability 
beyond that point the ratio gradually diminishes. . 

The law requires also the amassing of a surplus in addi- 
tion to capital to be taken from current earnings prior to 
dividends, in which surplus maintained is 25 per cent. of the 
invested capital. 

The Savings Bank Law of California forbids absolutely 
any trafficking between the bank and an officer in the bank, 
and make such profit on the part of the officer of the bank, 
directly or indirectly, personal or otherwise, a felony under 
the law. 

Loans by California savings banks are mostly made 
upon land itself and upon the improvements thereon, or 
upon the utilities that develop our state, or upon the various 
types of governmentals and municipals, including irrigation 
bonds, reclamation bonds and similar character of paver, 
In addition there is a certain rather wide field of savings 
bank investment paper which must pass the careful scrutiny 
of the bond department of the State Banking Department; 
and it has come to pass that when a paper in California is 
stamped legal investment for savings banks it passes as 100 
per cent. fine gold with the casual investor of the entire West. 


STRENGTH OF STATE REGULATION 


In addition to this rather sketchy statement of mandates 
of the law, we have in California a state banking department 
quite as rigid in its enforcement of the law, rather broader 
in its discretionary power, than that that obtains in New 
York or in any other state in the Union. 

Regulation in California is a very real thing. I heard 
it expressed by a large savings banker one day when he 
said to me, “Mr. Stern, you have the power under the statute 
to order me to bring my board and management and every- 
thing in my bank except the door of my vault to your office 
and submit to any character of operation you may describe.” 

It is, I think, a wonderful tribute to the point of view 
of the bankers of California that that discretionary power and 
that authority has been built up year by year by the action 
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of the bankers themselves. They have recognized that it 
was the absolute safeguard thrown around savings deposits 
in California that accounted for the wonderful development 
of the savings bank system in this state. They recognized 
that those savings deposits and savings bank resources were 
the foundation stone upon which the whole financial structure 
of this state now stands. They recognize that this is an agri- 
cultural state, that the resources of those savings banks 
were being invested for the development of the land itself, 
for the houses and the cattle upon those lands, for the rail- 
roads that were developing California, for the hydro-electric 
plants that were furnishing power and for the various other 
types of utilities, and they recognized that in exactly the pro- 
portion that those resources developed so would the internal 
development of this state progress; and therefore it has been 
the bankers themselves in annual conference with the Depart- 
ment of Banking that have wrought the mandatory and the 
drastic and the efficient savings bank legislation under which 
California now operates. 

Of course, our development focussed upon the savings 
bank. As a matter of fact, sometimes I have thought that 
we rather overdid it. Sometimes I have thought that, con- 
trary to the condition in the mutuals, we had among our 
savings deposits large amounts that are not in themselves 
strictly savings deposits, that are investment moneys out at 
interest waiting for a proper investment, funds that ought 
to have been available for the commercial development of 
the banking structure of California, and are lodged illogically 
with the savings department. I have never been able to 
find a way in which you could characterize properly the exact 
status of a deposit other than in accordance with the place 
where you find it; but anyhow if there has been an error 
in California it has been upon the side of safety. 

Because in its inception the departmental banking idea 
focussed upon the development of the savines bank system 
as the fundamental, there grew up in California a rather 
peculiar cohabitation by national banks and state savings 
banks in the same ownership, under the same identical man- 
agement, and occupying the same physical premises. They 
were doing, if you please, departmental banking under two 
systems, the commercial banking under the national and the 
savings bank activities under the state law. 


As To COMMERCIAL DEPARTMENTS 


Gradually in these later years we have turned our atten- 
tion to developments of the commercial banking structure 
under the state law that would give us results comparable 
to those obtained in our savings bank activities. Gradually as 
the years have gone by we have knocked off the handcuffs and 
the Oregon boots from the commercial banking activities 
of our state institutions; and the development has been im- 
mediate and conspicuous each time that a liberalizing element 
was introduced into our law. Within the last twelve years 
we have developed a commercial banking structure by that 
steady progressive method of legislation larger today than 
the total national bank resources of this state in 1909. We 
have not finished that job. 

When our state banks were permitted to enter the Federal 
reserve system it required a rather elaborate amendment of 
the California law to make that possible, and we expected 
in our commercial departments the reserve of the Federal 
Reserve Act. Our bankers themselves declined, except in 
the savings departments, to adopt the reserves of the Federal 
Reserve Act, but thought it best for the time being at least 
until the Federal idea had developed and justified itself to 
maintain additional savings bank reserves. In the last sesston 
of our legislature we have put the commercial departments 
of our state banks upon rather a better than a parity of 
competition with their national competitors in that particularly 
we have accepted reserves, the loaning capacity and the invest- 
ment privileges, the savings capacity and the various other 
privileges and rights of national banks in ‘toto in the com- 
mercial departments of our state banks. 

We have reserved to those commercial departments certain 
rights and privileges that are denied to national banks, chief 
among which perhaps is the right to establish and operate 
branch offices. At the same time that our savings banks 
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entered the Federal reserve system we found as a matter of 
logic we had to give them the opportunity to function for 
that system; and, therefore, we permitted the establishment 
of a secondary reserve in the savings banks in the form of 
liquid paper rediscountable with the Federal reserve bankers 
as substitutes of other institutions, and commercial paper of 
a very preferred character up to 20 per cent. of the assets 
of a savings bank. 

That liberalizing movement in the commercial departments 
and in the savings departments of our state banks is still 
going on. It will go on for years to come, making more 
liquid, making more available, the vast resources of those 
savings departments and the growing resources of the com- 
mercial departments of the departmental banks, but always 
and forever within the demonstrated limitations of absolute 
safety and guaranty. 


CoNCLUSION 


The system is young in California, twelve years only; 
but I submit to you the results on their merits. I say this to 
you, however, that California at least is thoroughly sold 
upon the idea of departmental banking. We believe that with 
the coming of trust departments of national banks that the first 
step was taken toward departmental banking in national banks. 

We are thoroughly convinced that no banking system can 
ever compete for the deposits of the savings depositors of 
California with the departmental banking of California unless 
and until that competing system extends to that depositor 
the same measure of protection that the state law of Califor- 
nia extends; and we have gone so far that we have practically 
copyrighted the term “savings” and “savings deposits” in 
California to mean a deposit made in such fashion that it 
is safeguarded by a guarantee, by the type of regulatory 
legislation, that you will find in the savings bank statutes 
of this state. We deny to any other institution, including 
national banks in California, the right to use the term “sav- 
ings” or the right to use the term “Savings Department” 
unless and until that institution holds out to the depositor 
the same guarantee of safety, the allocated capital and surplus, 
the restricted field for loan or investment, the absolute charac- 
ter of the personal interest of the officer himself, and the 
reserves that are created by the state law of California. 

We have our hands to the plow here in the West. We 
are satisfied with the furrow we are cutting; and we believe 
that ultirnately banking progress in these United States will 
be along the line of departmental activities. (Applause.) 


Composite Banks 
H. P. BORGMAN 


In discussing the adequacy of the Michigan laws as to the 
segregation or separation of savings assets in composite 
banks, I am obliged to give a brief review of these laws. 

Prior to 1889 there was no banking department in Michi- 
gan to supervise the state banks, although we had a general 


banking law. In 1887 the state legislature enacted a law 
creating a banking department, to be in charge of a com- 
missioner of banking and amended the existing laws to con- 
form with the demands of the times and this law became 
effective 1889. Nearly every session of the legislature since 
that date has made amendments to these laws and the follow- 
ing synopsis is a result of the amendments as the laws stand 
today: 

Our law provides that five or more persons can organize 
a bank with capital ranging from $20,000 in cities or villages 
of 1,500 inhabitants to $250,000 in cities with a population 
exceeding 110,000, with a further proviso that when the total 
deposits of any bank exceeds the sum of $5,000,000, the capi- 
tal of said bank shall be increased to $400,000. 

When articles of incorporation are filed and the banking 
commissioner has satisfied himself that all provisions of the 
law have been complied with, he issues a charter, authorizing 
the bank to do such banking business as its articles specify. 
These may be for a commercial bank, a savings bank or both 
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classes of business combined. The management of the bank 
shall be in the hands of a Board of Directors (not less than 
five) who shall be elected annually by the stockholders. The 
directors elect the president and vice-president from among 
its members and appoint a cashier and such other subordi- 
nate officers as may be necessary and every officer or clerk 
handling funds of the bank must be placed under bond. The 
bank is then under the supervision of the state banking de- 
partment, and this department is required to make two com- 
plete examinations of the bank each year. In addition to 
the examinations made by the banking department, the direc- 
tors of the bank are obliged to make a thorough examination 
of the same once every six months. Each bank must make 
a report of its condition to the commissioner four times a 
year when called upon by him to do so and the report must 
also be published in a paper circulated in the city in which 
the bank+is located and an affidavit of publication forwarded 
to the banking department. The custom has grown in Michi- 
gan for the commissioner to call for these reports at the 
same time that the Comptroller of the Currency calls for the 
reports of national banks. This has been found to be a most 
satisfactory arrangement as it gives any one interested a 
knowledge of the condition of all local banks, state and 
national, on a given date. 

The commissioner keeps these reports on file and if he 
has reason to believe that the proper reserves are not main- 
tained in any case or the law in any manner violated, he can 
call for additional reports or order an examination of the 
bank. If upon such examination he finds conditions not sat- 
isfactory he can demand that they be remedied within a 
certain time or close the bank. 

Each bank pays to the state a fee amounting to 1/100ths 
of 1 per cent. of the gross amount of its assets at the time 
of its examination with a minimum fee of $25, but this fee 
is only paid once each year. Banks that are organized to 
do both a commercial and savings business have certain rules 
laid down governing both branches, but the savings depart- 
ment will be the only one touched on here. 

The bank is required to maintain a reserve of 12 per cent. 
of its savings deposits either in cash in its vault or on de- 
posit with reserve city banks or invested in United States 
Bonds. Three-fifths of the remainder or about 54 per cent. 
of the whole sha!l be invested in certain classes of bonds 
which are described in the bank laws, or on first mortgages 
on real estate worth twice the amount of the mortgage. The 
remainder of the savings deposits can be loaned on notes or 
other evidences of indebtedness under certain conservative 
limitations. 

An amendment to the banking laws, after the Federal 
reserve bank came into being, gives state banks the right to 
purchase stock in the Federal reserve bank and adjusts the 
reserve requirements of state banks that become members of 
the Federal reserve bank, to conform to the Federal act. 

The rate of interest paid by state banks on savings de- 
posits is not fixed by statute but is left entirely to the banks 
themselves, although the law provides that the interest must 
be paid at regular and stated periods. 

In 1909, the banking laws were amended by the addition 
of a section providing for the separation of the savings from 
the commercial investments, and in 1919 this section was 
again amended to read as follows :— 

Section 29. Any bank combining the business of a commercial bank 
and a savings bank shall keep separate books of account for each kind 
of business: Provided, that all receipts, investments and transactions 
relating to each of said classes of business shall be governed by the 
provisions and restrictions herein specifically provided for the respective 
kinds of banks: Provided further, that all the investments relating to 
the savings department shall be kept entirely separate and apart from 
the other business of the bank, and that the 12 per cent. reserve re- 
quired by the provisions of this act to be kept on the savings deposits, 
shall be kept separate and distirct on the books of the bank from 
the reserve required on the commercial deposits, and that such portion 
of said savings deposits as are on hand unloaned or deposited with other 
banks or reserve agents and the investments made with the funds de- 
posited by savings depositors shall be held solely for the payment of 
the depositors of said funds: Provided further, that upon obtaining 
consent of the commissioner of the banking department any savings 
bank may, in case its savings mortgage and bond investments exceed 
the requirements of Section 27 of this act, set aside a portion of its 
excess mortgage investments, not exceeding its capital stock, and may 
issue debentures or mortgage certificates with interest payable at stated 
periods secured by such mortgages so set aside. ‘The debentures or 
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mortgage certificates so issued shall be secured by only such mort: 
gages aS are upon unencumbered, improved real estate in use fo! 
residence or farm purposes only worth at least double the amount oi 
the loan. The records of such mortgages, debentures or mortgage 
certificates shall be kept entirely separate and apart from the other 
business of the bank, and such mortgages shall be held solely for the 
payment of such debentures or mortgage certificates, and all funds 
received from the sale of such debentures or mortgage certificates are to 
be exempt from the reserve requirements of this act; and all such de- 
bentures or mortgage certificates shall be exempt from all taxes whatso- 
ever except inheritance taxes, 

Section 29A. Any bank combining the business of a commercial 
bank and a savings bank which shall not keep separate accounts as 
required by the preceding section or shall not keep the investments of 
the savings department separate or shall not in every respect comply 
with the requirements of such section, shall be liable to the state in 
the penalty of fifty dollars for each and every failure, neglect or 
refusal to comply with the provisions of said section, to be recovered 
in a suit to be brought by the Attorney-General in the name of the 
people of the state of Michigan in the circuit court of any county in 
which such bank may be situated. 


Experience has shown that this separation on the books 
of the bank of the savings from the commercial investments 
was a move along the right lines. 

While the Michigan law and the Ohio law which was pat- 
terned after it, do not provide for absolute segregation and 
in fact provide for separation only as a matter of bookkeep- 
ing, the safeguards which surround the investments of sav- 
ings deposits are such that we believe they are fairly well 
protected from the hazards of commercial banking. The 
banking law of the state specifically designates the classes of 
loans and investments in which savings deposits may be em- 
ployed and the banking commissioner of the state enforces a 
very rigid observance of the letter and the spirit of that law. 
The sworn statements periodically required to be filed with 
the banking commissioner detail the kind and classes of 
investments belonging to the savings side of the bank and 
in event of the liquidation of the bank, savings investments 
are segregated from the commercial funds and investments 
and applied in payment of savings deposits. Savings ac- 
counts usually represent the accumulated funds of people 
who can ill afford to lose any part of it and by requiring 
the banks to invest such funds in securities which are con- 
sidered the safest, the chance for loss is reduced to the mini- 
mum. 

There have been no instances in Michigan in the past few 
years wherein state banks have been closed by the banking 
commissioner, the last one to be liquidated occurring in 1913, 
which speaks volumes for the wisdom of our laws, when one 
considers that there are 553 chartered state banks in Michi- 
gan with total deposits as of June 30 of $874,182,456.67. It is 
worthy of note that the penalty prescribed in Section twenty- 
nine for failure to keep separate accounts as required by the 
law, has never been imposed. 

State banks generally have featured their savings depart- 
ments encouraging the public to become savings depositors in 
every possible way and adopting the best methods available 
for the protection of these depositors and we believe that 
the reserve requirements, limitations as to investments and 
separation of accounts as required by the Michigan laws re- 
— to banking, are about as satisfactory as they can be 
made, 

In the larger cities the development of the branch bank 
system has brought the bank almost to the door of the de- 
positor, rendering it unnecessary for him to go downtown to 
deposit his savings. There are in Detroit alone 175 branch 
banks, 26 of which are owned by the bank which I have the 
honor to represent. At these branches no loans are made but 
all the other functions of the bank are performed, and they 
are a convenience to the public and render a service which 
is appreciated. ; 

We are strongly in favor of the branch bank system in 
cities, furnishing as it does, conveniently located, diversified 
places of deposit in a strong central bank, thereby avoiding 
the dangers of a multiple of small private banks which so 
often influence deposits through convenience rather than 
through business confidence or judgment. We think it will 
be generally agreed that a large number of small banks 
spread through a city is a constant menace to public con- 
fidence in the financial stability of all the banking interests in 
the city. 


ii 
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Savings Deposits in National Banks 
OLIVER J. SANDS 


Just as I was leaving for California I had a telegram from 
the secretary asking me if I would not say something on this 
subject, and I guess it is a case of fools rushing in. Probably 
I also misunderstood the general idea, as I understood that he 
wanted me to talk on suggested improvements or amendments 
of the National Banking Act that would further protect us and 
improve the savings deposit situation. 

I feel that a man who makes suggestions for amendment is 
not in a very good position, for our late and very much la- 
mented Comptroller of the Currency, and my fellow-confidant, 
has found out that a man who does make suggestions for im- 
provements is not always a very popular citizen. I therefore 
had to make just a few notes since arriving, and I treat the 
subject as the adequacy and extent of national bank and 
Federal Reserve Acts in providing protection for savings. 


The National Bank Act does not specifically provide for or 
authorize savings departments nor the paying of interest on 
deposits. It does define deposits as demand and time, demand 
deposits being those payable within thirty days and time de- 
posits as savings accounts and certificates of deposit which are 
subject to not less than thirty days’ notice before payment. 
The law further provides for a reserve of 3 per cent. to be 
maintained of all time deposits. 


The Federal Reserve Act defines the several classes of de- 
posits the same as the National Bank Act and further, in Sec- 
tion 24, recognizes time or savings deposits by providing for 
and limiting loans on real estate which a national bank can 
make to one-third of its time deposits and further states that 

“such banks may continue hereafter as heretofore to réceive 
time deposits and to pay interest on the same.” It appears, 
therefore, that the savings business of national banks is legiti- 
mate and legally authorized. 

It is interesting to note that the national banks held on 
June 30, 1921, $3,100,000,000 of time deposits and $9,000,000,000 
of demand deposits and that during the year demand deposits 
decreased $1,400,000,000, while time deposits increased 
$200,000.000. 


The savings departments of the national banks have become 
a very important part of the business. That Congress has not 
passed laws specifically providing for the establishment of such 
departments and the conduct thereof and providing some form 
of special protection for the savings deposits is because there 
has been no urgent demand or need for such laws. 

The creditors of national banks are all given uniform pro- 
tection and the losses to depositors in national banks covering 
the whole period of the existence of such banks have been so 
small as compared with the total deposits (I regret that I 
haven’t the exact figure available), and of late years the loss 
has been still further reduced, that Congress has, no doubt, not 
been impressed with the necessity for legislation along these 
lines. It is believed by some that the provisions of the Na- 
tional Bank and Federal Reserve Acts, if the laws are properly 
administered, provide every possible safety in the form of legal 
enactment, and that the protection now afforded depositors 
meets all possible requirements. That the depositor who can 
not protect himself by withdrawal at any moment and whose 
funds are considered of a more sacred character, should have 
the maximum of protection is a matter upon which there can 
be no difference’ of opinion. 

If a system of investment which removes the possibility of 
loss can be devised the.problem could be solved. Those invest- 
ments now authorized to be made by national banks, with the 
possible exception of investment in bonds, are as safe as any 
and have proven to be the best for all classes of depositors, as 
convertible investments, loans to individuals, firms and cor- 
porations eliminating as far as possible all market risks, are to 
my mind much safer investment for the funds of our deposi- 
tors than the outright purchase of mortgage bonds of rail- 
roads, public service corporations and owing to their converti- 
bility, even of mortgage loans on real estate. I believe that J 
am within bounds when I say that the losses sustained by the 
national banks of this country on account of shrinkage in mar- 
ket value of U. S. Government bonds, has been greater than 
all other losses combined within the same period. 
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_ National bankers would, no doubt, favor any reasonable 
amendments which would further protect, the savings depositor, 
for the development of such business is in its infancy and the 
education of the general public in the functions of the bank 
and the increase of confidence is a matter of great importance 
to the future growth of the business as well as the general 
welfare of our people. We have found out during the late 
unpleasantness through which we have been passing during 
this year that deposits are a dangeous thing and that a bank’s 
weakness might be in its large deposit liability. 

I am sure the geneal laws, both state and national, are too 
lax in the matter of capital of banks. In banking, as in all 
other business, management is the most important factor, and 
able, competent management is not always available, at the 
price which small banks can pay. 

We limit loans to borrowers to 10 per cent. of capital and 
surplus of banks and that provision of the law has proven 
most wise. The violation of that provision has been the cause 
of greatest loss to national banks. Now if that is good as be- 
tween the bank and its debtors, why should it not be good as 
between depositors and the bank? The combined deposit or 
unsecured indebtedness of any bank should never exceed ten 
times its capital and surplus. The law should be amended in 
this respect. 

The payment of interest on deposits can be abused and the 
desire for business has led many banks to go beyond the safety 
point. Some limitation in this matter should be provided by 
law. 

We are passing through unusual times and the banking 
business is developing in an amazing way. The price of safety 
is eternal vigilance. 

As a whole, it is our belief that experience has proven that 
the National Bank and Federal Reserve Acts provide ample 
protection to savings in the matter of organization, manage- 
ment, supervision, reserves, service, security and flexibility. 
(Applause. ) 


Investment of Savings Bank Resources 
SAMUEL H. BEACH 


Of all the duties imposed upon the officers of a savings 
bank there is none requiring greater care, greater knowledge 
of business details and closer attention to changing economic 
conditions, than the investment of the funds committed to their 
care. 

The very first consideration should be safety, and no mat- 
ter how attractive a particular security may appear, it should 
be scrupulously cast aside unless when submitted to the acid 
test of the closest scrutiny it shall prove to be surrounded by 
every safeguard and restriction which the consensus of human 
judgment dictates and business experience has proven to be 
necessary. 

This primal requisite of safety appertains to the investment 
of all trust funds, whether they be in a mutual savings bank, 
a stock savings bank or the interest department of a national 
bank, state bank or trust company. Our national legislators 
will never have performed their full duty to the small saver 
(and we must always bear in mind that the greater portion of 
the liquid assets of the country consist of the small holdings 
of the many rather than the large accumulations of the few) 
until they compel, by act of congress, the national banks to so 
segregate the strictly savings deposits, that in no case nor un- 
der any circumstances can they be used in the commercial 
business of the bank. This applies with equal force to the 
laws governing state banks and trust companies and recent 
experience has proven that the law should be so exacting and 
so rigid that there can be no shifting back and forth ‘of as- 
sets between the savings department and the commercial de- 
partment so that in event of disaster or failure that all the 
weakest of the bank’s legal assets could not suddenly be trans- 
ferred to the savings department and thus become the sole 
resources from the sale of which to provide for the payment 
of the savings depositors. 

There are other considerations, however, in addition to 
safety which should actuate the investor of savings bank funds. 
The rate of interest, the date of maturity, the amount already 
invested in a particular group or class of securities, each has 
its bearing on the advisability of any particular purchase. 
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While no savings bank officer is in any way obligated to. 
invest the money of the depositors in real estate mortgages 
should the interest return happen to be less than the ruling in- 
terest rate on other high class securities, still such a condition 
does not usually rule, and one particular function of a savings 
bank is to devote local money so far as practicable to local 
uses. It is, therefore, the practice for savings banks to loan 
on real estate mortgages as nearly as possible up to the limit 
the law allows. 


Secretary of Commerce Herbert Hoover, in his address 
before the Real Estate Board of Chicago, rather considerably 
over-estimated the amount of money available for real estate 
loans. His remarks, nevertheless, served a good purpose for 
he brought clearly into the limelight the fact that the diversion 
of savings money into commercial channels, which for the 
past five years has been increasingly prevalent, was largely 
responsible for increased interest on real estate loans; and it 
is an indisputable fact that, at least in the East, were it not 
for the mutual savings banks during the high money rates 
of the past eighteen months, there would have been absolutely 
no 6 per cent. money available for real estate loans at a time 
when housing needs were never so urgent. 


Attractive, however, as regards interest return and sound- 
ness, as mortgage loans unquestionably are to a savings bank, 
they are necessarily classed as semi-permanent investments and 
can in no way be relied upon to be turned quickly into avail- 
able funds in times of stress; and in many of the states the 
proportion of a bank’s resources which can be invested in 
this form of security is wisely limited by law. 


A savings bank, and this applies equally to the savings 
department of any form of banking institution, must always 
stand ready to meet unusually heavy withdrawals, both at 
times of public excitement and in prolonged times of busi- 
ness depression and must therefore have a considerable portion 
of its investments in such form as to be readily convertible 
‘into cash. This, of course, has always been true and savings 
banks, since their establishment over a century ago, have made 
a practice of carrying large blocks of bonds which can, at 
some price and generally at no considerable sacrifice, be im- 
mediately converted into money, but only during the past few 
years, to be exact, since the autumn of 1907, when for no 
explainable reason the bottom suddenly dropped out of the 
bond market, have savings banks fully realized the advantage 
of having liquid as large a portion of their assets as possible. 

Many banks have so placed their investments as to have 
a certain definite amount of bonds maturing every year and 
where this method obtains a bank not only has the benefit of 
immediate cash on the bonds maturing in a particular year 
but in case of need can sell all bonds maturing during the next 
two or three years and obtain very nearly par for same on 
account of the short time the securities have to run. 


In consideration of the supreme necessity that the invest- 
ment of savings acquired by continual self-denial should be 
protected and hedged about by every known safeguard, it is 
highly proper that such investments should not only be re- 
stricted, but should be specifically designated by law. This 
necessity has been recognized by twenty-seven of our forty- 
eight states; and when, by reason of changing conditions, some 
new form of investment looms into sight which is both sound 
and highly desirable it becomes necessary to pass new laws 
which will embrace and make legal the security in question. A 
recent example. of this is the form of security known as 
bankers acceptances. Bankers acceptances have been a well 
known form of commercial paper for many years, but they 
were of so high class and so certain of being paid at maturity, 
that in consequence the interest return ruled so low that they 
seemed an unattractive investment for savings banks as com- 
pared with municipal or railroad bonds or even with the rates 
allowed by the banks in the larger centers on daily balances 
subject to check. 


The growing tendency, however, of commercial banks to 
bid for heavy deposits from savings banks, by offering high 
interest returns on daily balances, gave rise to drastic action 
by the New York Clearing House and the rates, which the 
commercial metropolitan banks are now permitted to pay on 
daily balances subject to check, are so low as to render at- 
tractive, in comparison, even the old rates of 3% per cent. and 
4 per cent. which acceptances formerly netted the purchaser. 


In the year 1919, the Savings Bank Section of the American 
Bankers Association believing that these securities should be 
made available for such banks as wished to purchase them, 
succeeded in making them legal through the effort of one of 
its committees in securing permissive legislation in twenty- 
five of the twenty-seven states where legislation was neces- 
sary. The legislators of those states which made bankers 
acceptances and bills of exchange legal for savings banks to 
buy and hold, builded wiser than they knew; for the World 
War affected bankers acceptances as it did everything else. In 
the first place, the sudden and heretofore almost unknown 
demand for dollar exchange, increased many fold the volume 
of this class of paper in the American market, and this alone 
would have caused a rise in the interest rate; but when the 
enormous and unprecedented demand for money all over the 
world caused even the securities issued by the United States 
government to net the investor approximately 6 per cent., 
bankers acceptances, high class, unquestionably good and 
liquid though they are, had to follow in the wake. 

It was just at the critical time when deposits were pour- 
ing into the savings banks literally by millions of dollars, that 
a full realization began to dawn upon the executive officers 
that bankers acceptances were not only high class and emi- 
nently desirable securities but the very fact of the short period 
they had to run virtually precluded depreciation in price; and 
they found as they grew familiar with the buying and mar- 
keting method that the funds so invested could easily be kept 
constantly revolving, with a fairly definite amount becoming 
due each day. 

Another form of security which seems especially attractive 
to savings banks is that of the railroad equipment notes 
issued by the National Railway Service Corporation, operating 
under the terms and provisions of the transportation act. The 
Savings Bank Division’s Committee on Liquid Securities is 
using its best efforts to secure legislation which will make this 
intrinsically sound, highly desirable form of security legal for 
savings banks to purchase and it is sincerely to be hoped that 
Federal Railroad Legislation will shortly be enacted which 
will render possible further issues of this especially safe- 
guarded form of railroad obligation. 

Speaking of railroad obligation, accentuates the point that 
no discussion of savings bank investment would, at this time, 
be complete without a reference to the gravity of the railroad 
situation. 

It is indeed a serious question and, while it would be both 
presumptuous and idle for me to attempt to go into detail in 
regard to so technical a matter, there are a few cold hard 
facts which it is well for us to bear in mind. 


When the government assumed control of the railroads it 
took over $300,324,633 of cash and about $600,000,000 of 
material and supplies without any inventory, and used them as 
its own for twenty-six months. During that time also the gov- 
ernment transported troops and war supplies without any 
accurate accounting, gave free passes by the thousands to public 
employees and families, applied the demoralizing Adamson 
eight-hour law to shops and trains, and added hundreds of 
millions of dollars to pay rolls, all without proper adjustment 
of rates and fares or thought of profit; and consequently it 
fell short of the rentals it had obligated itself to pay the 
railroads. 


The country’s greatest industry passed over night, through 
the Federal control act, from private to governmental opera- 
tion without the least preparation for the momentous change. 
The 1,410 seized companies had 240,000 miles, or 90 per cent. 
af all the railroads, and were earning upwards of five billion 


dollars gross a year. Their combined properties, worth $20,- 
000,000,000, were pooled in indiscriminate use and operated 
along with roundhouses, storehouses, machine shops, and 
everything else through an arrangement with workmen that 
bordered upon sovietism. Is there any wonder that the gov- 
ernment failed to make its $905,160,000 of standard annual 
returns, or that the railroads were poorly maintained, be- 
came badly disorganized, and had to have funds in addition 
to rates and fares in order to keep them going and to fulfill 
the promise to return them in the same condition they were 
in when taken away from the owners? 

The promise that the railroads should. be returned to 
the owners substantially in as good repair and as well 
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equipped as they were on January 1, 1918, was given not 
only by President Wilson but also by the standard contracts 
and transportation act of 1920. In accord with this promise 
and for the further purpose of taking care of the railroads 
through the transition period and meeting the government’s 
“own losses, Congress appropriated: $500,000,000 and $750,- 
000,000 by the Federal control act and act of June 30, 1919; 
$200,000,000 for settling accounts and $300,000,000 for new 
loans by the transportation act of 1920; and $300,000,000 by the 
deficiency act of May 8, 1920. 

So $2,050,000,000 has so far been appropriated by Con- 
gress. Adding to this the $600,000,000 of warrants which 
the Interstate Commerce Commission will probably draw up- 
on the Treasury to pay the compensation guaranteed by the 
government for the six months that began March 1, 1920, 
and the $200,000,000 which the Director General says will 
be called for before final liquidation, the total aside from 
the $11,008,421,110 of gross earnings spent will be $2,850,000,- 
000. But partly offsetting this are the $650,000,000 of railway 
securities which the Treasury held last August and $300,000,- 
000 of new loan securities under the transportation act of 1920. 
The difference is $1,900,000,000; and this, plus the cost of 
winding up the railroad administration, seems to be the loss 
the government must suffer. In other words, government 
operation of railroads cost the taxpayers of this country over 
$1,000,000 per day, or in all five times as much as it cost 
to build the Panama Canal. 

But this loss includes the expenses of operating sleeping- 
car, refrigerator, inland waterway, and express companies 
and other carriers, besides railroads, and also the large sums 
that must be paid to third parties for damages and other 
causes. All this, however, is water over the dam. The gov- 
ernment has frankly admitted the blame and is now rectify- 
ing wrongs, so far as regards the railroads, through the 
emergency measures which a fair-minded Congress put in 
the transportation act of 1920, which has indeed brought about 
a new order, vitally affecting every railroad security owner. 
The days of the piratical promoter and speculator are gone. 
The danger now lies in the demands of labor and the efforts 
of those who are seeking preferential treatment for sec- 
tions or classes. If through these disturbing influences rates 
or values are ever reduced below the point where holders of 
stocks or bonds can get a fair return and safe security, then 
public finance will be the only recourse left to the railroads; 
and this would mean taxation and eventually government 
ownership, with all its demonstrated extravagance and iniq- 
ulty. 

A return to government ownership would indeed be a 
calamity and the very possibility of such return is a vital 
reason for every holder of railroad securities (and the mu- 
tual savings banks alone hold them in the aggregate amount 
of over one billion of dollars) to bend every energy and 
exert every effort to uphold the hands of the National Asso- 
ciation of Owners of Railroad Securities, which has again 
demonstrated the wisdom of its leaders by appointing a 
Board of Economics and Engineering, consisting of five of 
the highest class engineers in the country, which is gathering 
data and studying the question in that broad way which will 
be distinctly helpful as a guide and foundation for remedial 
legislation. 


School Savings Banking 


WEDNESDAY, Ocroser 5. 


W. A. Sadd, President; 
President. 

Tue Presipent: Gentlemen, we are going to start this in- 
formal luncheon with talks to each other about. the School 
Savings Bank systems. * * * 

Now, this may be considered by some as an _ altruistic 
project, but I call it enlightened self-interest, in which you at 
the same time do good to your fellow beings and to your 
community, and if you can develop the idea of thrift and wise 
spending—and that does not mean parsimony, for wise spend- 
ing is thrift—you are benefiting your community and you are 
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benefiting your state and your country, and what we need 
more than anything else is community thrift. We do not 
want governmental thrift. I believe in individualism and not 
in paternalism. 


We have here as our first speaker today Hon. J. S. Dodge, 
State Superintendent of Banks of California. Mr. Dodge is 
sold to the idea of school savings banks, and I take pleasure 
in introducing to you Hon. J. S. Dodge. 


California Savings Banks and School Thrift 
JONATHAN S. DODGE 


The savings bank system of California is unique among 
the states of the American Union. With the exception of a 
single bank, a mutual savings bank, the system is composed 
of capital stock corporations. Most of these are within the 
peculiar departmentalized feature of California banks. These 
banks are departmentalized upon the theory which very for- 
tunately in practice has been justified, that three kinds of 
banking may be undertaken by a single corporation; namely, 
savings, commercial and trust company business. Each de- 
partment is entirely distinct and separate from the other. 
Each is prohibited by law from invading the resources of 
the other. Each is compelled to conduct its affairs as if 
it were a separate corporation and distinct absolutely in 
theory and practice from the other departments. 

The savings department, therefore, is essentially, for all, 
theoretical and practical purposes, an institution as inde- 
ag as any of the mutual savings banks in the United 

tates. 


In each savings bank and each savings department of a 
departmentalized bank in California, very severe restrictions 
are set up in the savings department. There is established 
a legal and very safe relationship as between capital and 
surplus on the one hand and deposit liability, loans and invest- 
ments on the other. These savings banks are restricted in 
their investments in a very drastic fashion. They are con- 
fined in their loaning to loans upon classes of collateral 
within very conservative limitations. 


The law makes it impossible for any traffic between the 
officers and directors of a savings bank and their own institu- 
tion, Each savings bank and savings department of a de- 
partmentalized bank in California is subject to rigid super- 
vision and inspection by trained examiners of the state bank- 
ing department. 

The result of these limitations, which are equal in dignity 
and practical sufficiency to the older jurisdictions that express 
their savings systems in mutual banks, has been the creation 
of a very wonderful savings bank structure in California. 

With our immense banking power of $1,511,000,000 on Sep- 
tember 6, 1921 the assets of the savings banks in this system 
are $998,800,000. It is entirely apparent, therefore, that in 
the banking system of California the dominating feature is 
the savings department that is restricted, governed and con- 
ducted with as great conservatism as characterizes the mutual 
savings bank of the New England and central states of the 
United States. 

It is interesting to note that on September 6, 1921, the 
banking assets of all the banks in California, national and 
state, exceeded for the first time in history the assets of the 
banks of Ohio. In volume of assets California now stands 
fifth, being exceeded only by New York, Massachusetts, Penn- 
sylvania and Illinois. Exceeding more than $2,400,000,000 
in resources, it is not an expression of inflation but of solid 
and substantial accomplishment. 

It gives me great pleasure to assure you that our banks 
have successfully passed the crisis of post-war adjustment 
and they are now ready to meet the new demands of our 
legitimate productive industries. 

Of the 2,229,000 depositors in the state banks of California 
as of date September 6, 1921, 1,590,000 are savings depositors. 

There is perhaps no more remarkable expression of the 
thrift, the prosperity, and the capacity of California to weather 
the storm of deflation than the fact that in one year, from 
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September 8, 1920, to September 6, 1921, the deposits in the 
savings banks alone of this state have increased $43,516,875.69. 
With all of the vicissitudes, dangers, depression, uncertainty 
and unhappiness, they have accomplished the necessary process 
of deflation. The people of California have in this fashion 
not decreased their savings, but increased them in the aggre- 
gate named. It has been the aggregate savings of our people 
deposited as a reserve in the savings banks of California 
that has held the state up during the financial crisis in which 
we find ourselves. 

Many highly significant results have followed this splendid 
thrift of the people of California. The savings banks of this 
state are still loaning very measurably and materially upon 
the security of real property. They are contributing essentially 
to the needs of the public with reference to homes, but they 
are not loaning upon speculative values. They cannot be 
persuaded and should not be induced. to loan upon the 
ephemeral values that now represent the endeavors of specu- 
lators to profiteer out of the inflation that has followed war 
finance. 

Throughout California, savings banks are loaning for the 
building of homes. These loans are based upon intrinsic 
average values and not upon the extravagant and utterly un- 
warranted values speculators place upon land. The cost of 
building which inevitably is only occasional ‘is one of the 
significant elements in the determination of our savings banks 
not to place upon their books assets which will have no more 
than a passing book value. Intrinsic values must be main- 
tained and our savings banks are insisting that these values 
be the basis upon which loans shall be made. 

Our savings banks are not only loaning upon property 
in the cities, but through the medium of real estate bond 
issues, very material contribution is being made to the progress 
of the state in the development of its farming properties. 
Our savings banks have entered into the community spirit 
wherever that spirit has suggested the need of new homes and 
we have in mind very recent meetings of chambers of com- 
merce where the savings banks have placed themselves on 
record as willing, able and eager to play their part in the 
housing problem. 

Our savings banks are contributing largely to the develop- 
ment of natural resources, of our. state through the agency 
of bond issues. Hydro-electric development greater than that 
of any other state and which enters so intimately and so 
essentially into agricultural, industrial, transportation and 
manufacturing enterprises, is being encouraged by our savings 
banks. 

During the time that the farm loan banks of the Federal 
government ceased to function because of the legal complica- 
tions, our savings banks took on the burden which it was 
expected these Federal institutions would assume. In every 
possible way, therefore, and the total of savings banks assets 
demonstrate the fact, our savings banks have contributed to 
the problem of home building in this state. These savings 
banks hold a larger aggregate of real estate loans than any 
other state in the union with the single exception of New 
York. 

Our savings banks of California are investing also in a 
very distinct degree in commercial paper and bankers’ accept- 
ances. The institution of the Federal reserve system which 
involves the mobilization of the gold reserves of the United 
States and solidifies and makes uniform the rediscount privi- 
lege, made it imperative that the banks entering that system 
should have in their pouches such assets as are subject to 
rediscount with the Federal reserve bank. 

Unless this privilege of rediscount was made available, 
membership would be without avail. When our bank joined 
the Federal reserve system they had at their command the 
capacity to invest in the highest credit instrument known 
in modern finance, namely, the bankers’ acceptance, and added 
to that the right of savings banks to invest in commercial 
paper of a kind and character made unique by the Bank 
Act of California. 

California was the pioneer state in permitting its savings 
banks to make such investments, and this legislation has 
not only received the indorsement of every financial authority 
of the United States, but it has been initiated in the savings 
banks of New York, Massachusetts, Connecticut and Penn- 
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sylvania, and is today an outstanding contribution to the best 
and most efficient expression of savings bank. legislation in 
the United States. Even New York has not yet seen fit to 
broaden its permission for savings banks to invest in bankers’ 
acceptances of the character permitted and approved in Cali- 
fornia. 

It is a matter of congratulation to us that the commercial 
paper which is defined in Section 67 of the Bank Act is the 
commercial paper which gravitates to California as the best 
and safest of its kind in the United States. The bankers’ 
acceptance is of course a credit instrument beyond any dis- 
cussion with reference to safety. 

Our savings banks, therefore, are equipped to meet through 
the agency of a literal liquid: secondary reserve any of the 
emergencies that may arise in their affairs. They are per- 
mitted to have at their command a large sum available for any 
justifiable investment. I feel sure that these banks are fulfill- 
ing the exact mission involved in their creation, : 

As an incident to the development of our savings bank sys- 
tem, which is the fourth in the United States, the encourage- 
ment of school savings in these banks is of very deep concern 
to me. I have circularized every bank in California, urging 
that every state bank operating a savings department intro- 
duce, as is permitted within the limitations of our law, a 
school savings system. I have appealed to the educators of our 
state, who are enjoined now by an amendment to our Political 
Code to inculcate lessons in thrift, to join with me-in promot- 
ing the*school savings bank system in California. 

The school savings system in our banks is only in its in- 
fancy. Out of an aggregate of 339 banks operating 198 branch 
offices, only twenty-four of our banks indulged in the collection 
of school savings. In those that do recognize the value of the 
system there are now 39,759 depositors with an aggregate of 
$1,123,582.71 in deposits. This is only a beginning. I feel that 
our savings banks do not recognize the wonderful value of the 
school savings system. They do not yet see that school savings 
develop the child’s individuality and self-responsibility ; that it 
makes him know the earning power of money; that it gives to 
him incentive for industry, honesty and generosity, and that 
only by owning money will he possess the power to spend and 
distribute that money. The savings bank system gives each 
child some definite knowledge of the meaning of banks; of 
their objective in our commercial, industrial and thrift life. 

It is axiomatic that we know better how to earn than how 
to save, and it 3 this saving that contributes so immensely to 
the. foundation upon which good citizenship must rest. 

The economic value of school savings systems is universally 
recognized. Its importance in the formation of character is 
equally admitted. Self-denial, prudence, thrift, economy, are 
all attributes that are incidental to the simple system that our 
state has placed at the command of every bank that operates 
a savings department. 

We know how widespread has been the introduction and 
operation of these school savings systems. They are in use in 
every public school in France and in Belgium; in many of the 
schools of England, Germany, Denmark, Italy, Australia, 
Switzerland, Canada. They are in active operation in many of 
the states of our union; and everywhere their influence upon 
the lives of individuals and upon the national life of the people 
is apparent. 

In the United States, Wisconsin had the honor of intro- 
ducing this system, Its results in that state wére admirable 
to the highest expression, but it was not until 1885 that a 
native of Belgium placed the school savings system of the 
United States upon a permanent basis. The field of his opera- 
tions was New York and his system is the characteristic sys- 
tem of every other state in the union. There are here and 
there differentiations .and distinctions, but the outstanding 
features of operation are those introduced by this gentleman. 

His name, John Henry Thiry, should be known to every 
school child and school teacher in America. His wonderful 
work, which became the absorbing pleasure of his later years, 
spread to Pennsylvania, and was carried into other states and 
in 1892 there were fifty-two school savings systems in twelve 
states, with 27,430 pupils as depositors and total deposits of 
$207,428.76. 

In 1910 the legislature of Massachusetts made it com- 
pulsory that instruction in thrift be given in the public schools 
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of the state, and in the following year the same legislature 
authorized savings banks to receive deposits from school chil- 
dren. New York, Minnesota and California followed.. The 
American Bankers Association took up the matter with pro- 
nounced interest; campaigns of thrift were started in various 
localities and under the direction of the American Bankers 
Association a series of lectures on thrift were given. 

The manner and method of collecting and banking school 
savings may be characterized generally as under two systems— 
one the Thiry system and the other the stamp or exchange sys- 
tem. In this state the Thiry system, with certain minor modifi- 
cations, made necessary by the limitations of our law, is in 
vogue and has been found successful in the highest degree. I 
had occasion very recently, as I suggested, to circularize the 
banks and the educators in California on the school savings 
system and in that circular I outlined the very simple process 
by which our school savings are collected and placed in savings 
banks. Briefly, the only requirement is the permission of the 
governing authorities of the schools, the acceptance by the sav- 
ings banks, and the creation of agents of the bank who are not 
necessarily in other capacities employees of these banks. Upon 
authority granted by the school authorities and the authorita- 
tive acceptance of this permission by the bank, I issue my per- 
mission for collection of savings, the collector being fixed by 
law as the agent of the bank and not of the depositor. 

When I indicated that the school savings system in this state 
is only in its infancy, I had reference not to a comparison with 
other states, but to the capacity of California to carry forth 
an enterprise to its highest expression. While we are an in- 
fant in that relation which suggests our future growth, we 
are still the premier state in the American union in school sav- 
ings deposits. We lead all of the rest in the aggregate of these 
deposits, and in modesty and in due composure, we offer an 
example to all of our sister states in this enterprise, which 
means so much in our national life as that life is expressed in 
individual development. 

Upon authority of the JouRNAL oF THE AMERICAN BANKERS 
Association of date August, 1921, I submit the following facts 
and figures for your consideration: 
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Totals of Depositors and Deposits, Various States of the 
Union, Schedules by Relative Rank of Deposits 


June 30, 1921 
Depositors 


=] 


Deposits 
$1,123,582 
1,048,131 
874,924 
468,917 


State 
California 


Pennsylvania 
Ohio 

New Jerséy 
Minnesota 
Massachusetts 
Kentucky 
Indiana 
Michigan 
Nebraska 


OONA USL 


Connecticut 
Wisconsin 

Georgia 

District of Columbia 
Oklahoma 

West Virginia 
Mississippi 

Vermont 


The last legislature made it the duty of every teacher in 
the elementary schools of California to teach among other sub- 
jects the additional subject of Thrift. The ultimate resu‘t of 
this teaching must find its final and complete expression in 
savings accounts with our savings banks. Already 64 per 
cent. Of our entire population has expressed its confidence in 
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our financial structure by opening accounts with our banks, but 
we should not rest content until every inhabitant over the age 
of one year has his or her name on the honor roll of one or 
more of our banking institutions. 


Permanent prosperity can be achieved only by the practice 
of systematic thrift. 


In closing, I desire to quote from my bulletin: “Thrift is the 
foundation of many civic virtues. It must be taught in our 
schools. It must be encouraged in our banks. And the re- 
wards will be evidenced in better citizenship and more stable 
government.” (Applause.) 


THE PresipENT: I feel that we have all been enlightened 
by the very interesting paper we have just listened to by the 
Superintendent of Banks. Now we are going to keep this 
thing going, and I am going to ask Mr. Philip J. Lawler of 
the Bank of Italy, San Francisco, to talk to us on the actual 
workings of banking in this line. (Applause.) 


School Savings an Economic Necessity 
PHILIP J. LAWLER 


That the proper training of a child is of immeasurable im- 
portance is absolutely unquestionable. It is also recognized as 
fundamental that the family is the chief agency for the mainte- 
nance, protection and education of the child and as such its 
work should be supplemented, but never superseded. The 
school is essentially an institution for providing necessary en- 
vironments for the child, the reaction to which will give him 
experiences that will be serviceable in later life, for ‘“experi- 
ence is the best teacher.” The application of this axiom under 
ao influence will surely help to equip a child for indepen- 

ence. 


The function of education is not only to train the mind, but 
also to disseminate among children the most important knowl- 
edge that has been collected. If in the distribution of this, the 
child misses one important link, the effect may prejudice his 
subsequent career. Who will question the importance of thrift 
as a link in education, or the inculcation of the habit of saving 
under intelligent auspices? But the savings habit can be ac- 
quired only by actual practice rather than by theory. The 
school, therefore, should provide the means whereby this eco- 
nomic reform may be brought about, by inviting a savings 
specialist, the banker, to supervise this particular activity; for 
education, like industry, has reached a stage of very elaborate 
specialization. 


The great majority of children know nothing about money 
except to spend it for the sake of satisfying a momentary 
caprice, which, unless checked, frequently leads to improvi- 
dence, one of the greatest evils of the age. A logical method 
for imparting thrift in this country must have its inception in 
the schoolroom, just as it had in certain European countries, 
where the well-known thrifty habits of the people are thought 
by many to have been instilled by the school-teacher. Verily, 
“the people perish for lack of vision.” To help supp!y this defi- 
ciency in foresight should be one of the objects of the school 
savings system, for in after years a fuller practical acquain- 
tance wth this subject may serve the man of tomorrow as a 
bridge between poverty and abundance, or between what are 
often the direct results of these, misery and happiness, thereby 
attesting to what Washington maintained that “Economy 
makes happy homes and sound nations.” : 


In the propagation of practical thrift and savings habits, 
the banker’s continued assistance is indispensable and therefore 
the success of a savings system in any school depends on his 
active cooperation, for no matter how deeply imbued a teacher 
may be with the importance of this work, unless the banker 
assists and calls at a school with unerring regularity, all at- 
tempts to keep alive interest will be of no avail. In the opera- 
tion of the school savings system of the Bank of Italy through- 
out California, its representatives travel 1,250 miles every 
week, in the course of which over 300 schools are visited 
that have an enrollment of 80,000 children. Of this number 
27,500 boys and girls have on deposit at this time $850,000. 
This is the result of ten years’ endeavor, for it was in 1911 
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that the first school savings account was opened in our bank, 
when A. P. Giannini, our president, said to us, “Let the policy 
of the school savings department of the Bank of Italy be: 
Consider the child’s welfare first.” We have adhered un- 
swervingly to that policy in the past decade, thereby inspiring 
the nena of children and teachers. The result speaks for 
itself. 

The operation of our school savings system is extremely 
simple. Once a week, children are encouraged to bring to 
school such amount as they desire to save, from one penny 
upward; for every cent brought to school they receive a little 
stamp, which is pasted on a card. When this card, or folder, 
as it is called, has been filled the child has saved 50 cents, 
which is then accepted as a deposit. A number of school sav- 
ings plans, differing in detail, are in vogue throughout the 
United States, but we unhesitatingly recommend the stamp 
method for use in large communities as being the simplest to 
operate and the most efficacious. In smaller settlements, sav- 
ings plans may be devised for meeting certain conditions, but 
in every place where a school and a bank flourish, a savings 
system is not only practicable, but an economic necessity. In 
this connection, we remember having once said before the Fi- 
nancial Advertisers’ Association that millions are being spent 
annually in research work to discover ways of alleviating phys- 
ical suffering, and that while school savings cannot be classed 
as a discovery, as an idea, it has in it the means whereby it will, 
if carefully directed, be a boon to humanity, second in im- 
portance to no other movement for the amelioration of mental 
suffering, superinduced so often by poverty or the fear of it. 

A prominent New York banker insists that the school sav- 
ings system has more than justified its existence. He says, 
however, it is a system which, for its success, demands espe- 
cially at the outset sympathy, tact, patience and skillful han- 
dling. It is not as lucrative as many ather fields of banking 
activity, but the banks that engage in it are rendering services 
to the nation, the value of which can hardly be overestimated. 

Nor are the services to be reckoned up wholly in terms of 
economics. The steadiness, the industry, the sobriety, the re- 
spect for property, which are fostered among thrifty and fru- 
gal people, are political virtues that make for stability and 
permanence ot government. 

To achieve these results, we cannot be indifferent to the 
rising generation. If we wait to deal only with the adult, we 
wait to deal with a man whose character and habits are 
formed. As a result, we find too late that we can deal only 
with a small fraction of those with whom we might have dealt. 

It is a cardinal principle of modern business to create a 
demand as well as to supply it. To create a demand for banks, 
we must begin with the children, and in creating this demand, 
we have created something higher, a something of which the 
demand is only the outward manifestation. 

Now we appeal to you in behalf of the children of this na- 
tion to help in “putting over” this most necessary movement 
throughout America, for its practical success is up to the bank- 
ing fraternity. Who knows but the providential living and 
frugal habits that will be encouraged through the school sav- 
ings system may yet play a most important part in combatting 
our country’s insidious foes, more deadly by far than those 
who fight in the open. The banker, therefore, has a tre- 
mendous responsibility in this matter that must not be ignored, 
for if you help to save the child, you assist in saving society. 

In conclusion, may we express the hope that you, as dele- 
gates to this convention in the City of the Angels, may be in- 
spired here with the significance of this appeal and that you 
will bring back to your homes a firm resolve to do all in your 
power to intensify the school savings movement, so that under 
the beneficent direction of the American Bankers Association 
this great economy will spread until every school in our be- 
loved country will soon foster a school savings system, 


THE PresipENT: I am sure we have been very much inter- 
ested in the instructive paper just read by Mr. Lawler, and I 
presume that after a while you will want to have an oppor- 
tunity to ask him some questions on the actual working of the 
proposition. I will now call upon Mr. Frank Hummler, cashier 
of the First National Bank of Scranton, Pennsylvania, to ad- 
dress us on this subject. 
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ScHoot SAVINGS IN SCRANTON 


Frank HumMter: I did not know I was scheduled to talk 
until I saw my name on the program, and about all I can do 
is to tell you my experience and give you my opinion as to 
different features of school savings banking in actual use. 

We started our school savings system about three years ago. 
The Scranton schools have an enrollment of about 25,000 chil- 
dren. We have on our books the actual accounts of 15,000. 
For some reason or other we never got into the high schools, 
and there are a few other schools where the results have been 
very poor. This has been due to the indifference or the antag- 
onism of principals and teachers, some of whom resent the ex- 
tra work which is put upon them, while some are opposed to 
anything new on general principles. The average balance of 
an account is $10. That makes a total of about $150,000, It 
takes, I believe, about seven clerks to handle the business, so 
you can see very readily that we do not make any profit out of 
it. When we adopted the system we did not expect to make 
any money, but having our name pounded into the heads of 
15,000 children, having 15,000 of our pass books circulating in 
15,000 homes, looked at and discussed by father and mother, by 
sister and brother and aunt, cannot help but bring some re- 
sults. Perhaps it will not be tomorrow, perhaps not in a year 
or two years, but surely in five or ten or fifteen years. 

As to the method, we have the pass book system. I find 
that on the Coast they favor the stamps. I myself do not like 
the stamps. One of our banks some years ago tried the stamps 
in the schools and it was a failure. Some of our banks tried 
to use automatic tellers; they appeared, and they soon dis- 
appeared. Aside from my own personal opinion of the matter, 
I believe the system ought as soon as possible to be adopted 
and made a part of our general banking practice, and I am 
very strong for the pass book. The system needs constant 
nursing and stimulating. 

Sooner or later you have to delegate the work to some one 
clerk, and if he or she is not of the right sort or hasn’t the 
necessary enthusiasm and pep, things will slow down and the 
system will die out.. That is why I welcome committees of this 
sort. I think we should have a permanent committee for the 
exchange of ideas and literature and to get the necessary in- 
spiration to keep the pot boiling at home. I thank you. 
(Applause. ) 

THE PresipENT: I think that is the kind of talk that is 
worth while, showing the practical working of the system in 
your various institutions, and from it you get ideas and learn 
how to adopt them. Of course, a given plan may be good for 
one particular locality, while another plan would be better for 
another locality. I do not believe you can have any fixed plan. 

We have with us today Miss Meta C. Mohr of the Farmers 
and Merchants Savings Bank of Oakland, who will talk to us 
on the practical workings of school savings banking in that 
institution. (Applause.) 


SAVINGS IN OAKLAND 


Miss Meta C. Monr: I believe this meeting marks a great 
epoch in the life of school banking, a turning point in the road 
which is now to be traveled with increased enthusiasm and 
understanding by those who are interested in this work. I 
consider it a privilege and a pleasure to be here. We gener- 
ally think of school banking in terms of dollars and cents, 
balances and expense accounts. Those things are necessary 
and essential and must receive first consideration, but they 
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occupy only a corner in a large field which, to a great extent, 
is unexplored. There are other sides and angles, however, 
which are, to some of us, more appealing. I will refer to only 
one—the human side—which brings us into more intimate con- 
tact with the lives and interests of others and gives us greater 
opportunity for service. There is a constant effort on the part 
of many to dispel that old idea that the bank is a cold and 
heartless institution and that the banker is merely a custodian 
of steel vaults, and in this fight for better understanding school 
savings holds a place of the first rank, for it is through the 
child that we enter the home and the community, and in the 
friendship and confidence of the child we have a foundation to 
build on and opportunity for greater service to others, and 
there can be but one result—greater mutual service. 


I want to cite two instances which may illustrate my point. 
Not long ago a small boy came into the bank wearing very 
ragged clothes and worn out shoes, after hours. He asked for 
the “bank lady.” He wished to withdraw 50 cents from his 
$4.50 bank account in order to help pay for a pair of shoes. 
If those shoes were purchased on that day they might be 
bought for $4.00. His father, out of work, had managed to 
save $3.20. With just 50 cents, and 30 cents to be brought 
home from newspaper sales, those shoes became a reality. Joe 
knew that he had a friend in the bank to whom he could turn 
after hours or at any other time. 

There is a greater service, a community service, which is 
worth while thinking about in this connection. I once visited 
a school where the banking was excellent, although the chil- 
dren seemed poor and neglected. Many of them were objects 
of public charity, and when, at the suggestion of the school 
nurse, we examined a list of those charity cases we found that 
many of them had growing, active bank accounts and were 
hiding under the cloak of poverty. Right here and now are 
the place and time to start a campaign against the wrong kind 
and for the right kind of saving. We did that with great suc- 
cess, and ever since have received the loyal support of those 
who were working toward better citizenship and democracy 
among the people of that community. I firmly believe that 
school savings is but an entering wedge into a field of limitless 
opportunity. 

I should like to mention a few points in connection with 
our own system in Oakland which may be of interest. The 
Farmers and Merchants Savings Bank established their school 
savings department in 1909 at the request of the school board. 
It was a trail-blazing piece of work, and very few had faith 
in the undertaking. It seemed a speculation. We have had 
many followers since—among them San Francisco in 1911, 
with what excellent success we have just heard. We have 
now approximately 7,300 interest-bearing accounts, with a bal- 
ance of about $240,000. We are collecting in thirty-nine gram- 
mar and elementary schools, and have very recently started a 
banking system in several high schools. This system, how- 
ever, is run by the commercial department of the school, with 
a weekly checking up by a bank representative. I believe that 
the most hopeful sign is the fact that the educators of this 
country are realizing more and more the great value of school 
banking. (Applause.) 

Tue Presipent: I think this is a very interesting and en- 
lightening speech on what an individual bank can do in a town. 
It brings out the thought that in this way the mystery is taken 
out of banking. That is the educational part of it. Now we 
have with us Mr. A. B. Post of the Bank of San Jose, Cali- 
fornia, who will address us on this subject. 
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A. B. Post: All of us who listened this morning to the 
wonderful address of Dr. Henry Suzzallo, who, I am very 
proud to say, is a San Jose boy and was educated in our San 
Jose schools, had brought home to us more forcefully than 
ever the great necessity for thrift. Thrift and school savings 
have been hobbies of mine for a long time. [ did not realize, 
however, that I had made the reputation that it seems I had 
made unwittingly until I was up at Lake Tahoe this summer. 
I was standing on the boat landing watching a party coming 
in, and it happened to be a party of San Jose people. Among 
them was a young lady, and as she stepped ashore, or on the 
landing, she dropped a very nice camera that went down in 
about thirty or forty feet of water. As you know, the water 
there is very clear and we could see the camera resting on the 
bottom of the lake. Various suggestions were made as to the 
best method of retrieving the camera, and finally she turned 
to me and said, “Mr. Post, won’t you dive down and get that 
camera for me?” Well, she was a very nice looking young 
lady, and I knew her well, and at the same time I knew the 
temperature of Lake Tahoe, so I looked around and there were 
a number of young fellows standing there and I said, “Just 
why, Miss Smith, did you pick on me to dive after that 
camera?” “Well,” she says, “Mr. Post, I have heard you 
speak at the school on thrift, and I know that you can go 
down further and stay down longer and come up drier than 
any other man I ever saw.” (Laughter.) 

However, in all seriousness, I am a crank on this subject. 
But I have eliminated everything but the bare fact of the way 
in which our high school savings bank business is conducted 
in the City of San Jose, knowing that the main principles of 
this would be brought out by the able speakers that have pre- 
ceded me. 

It was with a realization that the school children are the 
reservoir from which we draw our citizens, and that thrift is 
the greatest lesson that they can be taught, that the Bank of 
San Jose, on July 14, 1914, organized the San Jose High 
School Branch, which is in operation today. In our San Jose 
High School, which now has an enrollment of 2,100, we out- 
fitted a complete bank, modern in all its details and under the 
direct supervision of the head of the department, who is our 
representative. The cashier, the assistant cashier and the tell- 
ers are chosen from the student body. At the close of business 
each day the deposit slips, after being entered on the books of 
the branch bank, are brought down to the home office, where 
a duplicate set of books is kept. At regular intervals the books 
of the branch bank and of the home bank are checked against 
each other. 


One day a week a representative of the high school bank 
calls on each of the eleven grammar schools in our city, where 
thet eachers in various grades have entered the deposits of the 
children in their simple pass books, make a list of the deposits, 
and, together with the moneys, hand it over to the high school 
representative. These are entered on the savings cards of our 
branch bank, which are in every way identical with our regular 
savings cards. Of course, we supply all necessary stationery, 
books and assistance that may be needed. 

The deposits for the ten months of the school year ending 
June 20, 1921, amounted to $40,054, and the balance on hand 
June 30 was $2,236.23. That represents an enrollment in our 
schools of 7,200. Of that number, J am sorry to say, only 2,460 
are depositors, with an average balance of $8.96. We collect 
about 250 deposits weekly. 
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In the school year that has just begun the high school bank 
is starting a regular thrift campaign and their weekly paper, 
the San Jose High School Herald, is putting out a thrift edi- 
tion. The officers are making an active canvass for accounts 
that would do credit to the publicity department of a large 
bank, and they are enthusiastic in their work and view their 
progress with great satisfaction. 


As you know, the work involved in handling all of this 
business is considerable. Those of you who have tried it real- 
ize this. The revenue, in dollars and cents, will always show 
up in the red. But we have to look beyond the dollar of today 
and build the foundation of our banking business for the fu- 
ture. We believe that the benefit both to ourselves and to the 
children amply justifies our efforts. The children are taught 
modern banking methods as well as thrift. Incidentally, we 
have taken a number of most excellent clerks directly from 
the high school bank and put them in the main office, and they 
have proved to be splendid workers, and they take hold of 
their work thoroughly. So we feel that this work is well worth 
while, and it is with the greatest satisfaction that we watch its 


steady, constant growth. I thank you. (Applause.) 


THE PresipeNtT: These individual cases bring to our minds 
what can be done in our own communities. What Mr. Post 
did in his high school there some seven or eight years ago I 
had the pleasure of doing in the way of establishing a bank 
department in the Chattanooga High School. We had a regu- 
lar banking department, that is, in the higher grades. We 
supplied them with the whole machinery, and out of that to- 
day there is an average balance of somewhere between $11,000 
and $12,000. But the education, in the higher schools, of boys 
for the banking business is of great importance, and today 
two of my best clerks came from that high school training 
there. They had the foundation which is usually obtained 
only from employment as an office boy, and with them that 
experience is all through with. 


CuarLes H. Depre: I have been greatly interested in 
listening to the specific cases of the development of school sav- 
ings in the different communities. I have always looked upon 
this proposition as basic in the banking business, and the testi- 
mony here today from the different communities proves that 
contention. | would like very much if all those here assem- 
bled would come tomorrow afternoon and hear the discussion 
at that time. I do not know that I can add anything to the 
specific cases. that have been recited here today, as I prefer 
to give my general views in the paper that I will read to- 


morrow. Thank you. (Applause.) 


THE PresipeNt: J do not think we ought to end this 
luncheon without having some volunteer talks by people who 
have done work in this line. If any of you has had ex- 
perience that you think would be of interest to your fellow 
bankers I wish you would get up and tell us about it. It 
has been suggested that I call on Mr. George S. Meredith, 
who no doubt will be able to give us some ideas in regard 
to this work. 


GeorceE S. MerepirH: Mr. President, this is indeed a sur- 
prise. I did not expect to be called upon, because, not be- 
ing a public speaker, I brought one down from Oakland, 
Miss Mohr, to make a talk, and I am sure she got away 
with it in very good shape. 


I want to say this, however, as long as [ am on my feet, 
that I probably get more joy out of this meeting than any- 
one else here for the reason that I think I am the first 
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banker in the state of California who really got the school 
savings proposition into his system and “put it over.” Along 
about 1906 I received through the mail a sort of synopsis 
of the Thiry system, the old gentleman at that time being 
alive and living down on Long Island. I was at once inter- 
ested, and some friends of mine in Oakland, knowing I was 
interested, called a meeting there of some educators and 
others—I think there was some dozen or fifteen present— 
and we talked it over, and they wanted to see if they 
couldn’t establish a school savings system in Oakland; a 
sub-committee from that little gathering went to the Board 
of Education and the board couldn’t see the proposition, 
couldn’t see anything in it at all. 


In the meantime, in the little town of Suisum, in Solano 
County, the school department had decided they wanted a 
school savings system, and they heard, in some way or 
other, that I was interested, and they wrote down to our 
bank and asked if we would take care of their school savings 
by mail. As far as I know, that is the first school savings 
system ever put in in California. At any rate, we attended 
to that for them by mail for about a year, when they estab- 
lished a savings bank in that town, and they took the system 
over, and since that time I don’t know whether it has been 
progressing or not. 


But in 1909 we put it in in Oakland at the request of the 
school board, they coming to us because they happened to 
know that we were interested in the subject. And I notice 
here today the different speakers have spoken of their sys- 
tems. One gentleman, Mr. Hummler, has spoken rather de- 
risively of the stamp system. Well, we have the stamp sys- 
tem in a somewhat modified form, and we believe it is the 
only practical system there is. Now there is just a difference 
of opinion in these matters. Today our average balance in 
the children’s school savings accounts is $32.60 while his is 
$10. There is the answer to that. 


Mr. Chairman, I appreciate very much being called upon, 
and will not take up your time any further. I just want to 
say that I am especially gratified to see this meeting here 
today and to hear of the wonderful things that are going 
on. I hope the school savings bank system will be extended 
into all the states in the Union and will permeate the savings 
bank business everywhere, and I believe that out of it will 
grow a wonderful school savings system in the United States. 


Mr. Douctas (Bank of Italy): Mr. President, Mr. Mere- 
dith has just spoken of the stamp system which.Mr. Hummler 
in his remarks stated that he thought the pass book system 
was better than the stamp system. Now, as a matter of 
fact, the stamp system combines the benefits of both. In 
the stamp system the stamps are collected on a folder, and 
then when the child has saved one dollar the account is 
opened at the bank and a pass book is given him. There- 
after the child, or the pupil, can come to the bank to make 
his or her deposits and have the deposits entered in the 
pass book as well as to collect the stamps on the folder and 
bring the folders in; so that, really, the stamp system com- 
bines the best points in both systems. 


Now this gives me an opportunity at this point to make 
public recognition of the debt that the Bank of Italy owes 
to the Farmers and Merchants Bank of Oakland, represented 
here by Mr. Meredith and Miss Mohr. When the Bank of 
Italy started its school savings system we called upon the 
Farmers and Merchants Bank and we adopted quite a num- 
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ber of their ideas. I have never had the opportunity of 
being able to make this declaration,, and I am very glad 
indeed to make it at this time. Now Miss Mohr in her talk 
spoke about the balances and the expense part of it. She 
said that, of course, naturally, any banker in starting a 
system of this kind would look to balances and to the ex- 
pense account, and I want to say right here that in start- 
ing a school savings system you want to forget the balances 
and you want to forget the expense. You want to start 
the school savings system with one idea, and that is a phil- 
anthropic idea, the idea that you are going to teach thrift 
and savings in the school, where it should be taught. You 
can get the results after the children grow up into man- 
hood and womanhood, and therein lies the vision of the orig- 
inators of this idea. But forget the expense and the account 
balances. The results will come afterwards. (Applause.) 

W. W. Hatcu (Long Beach, Cal.) : Mr. President, I have 
enjoyed this discussion very much indeed. Several years ago 
when we adopted a school savings system, or installed it in 
the Long Beach Savings Bank, we chose Saturday after- 
noon because it was a holiday for the children. I remember 
when the children gathered at our bank to open up their ac- 
counts there were nearly 300 in line. We installed the 
system, and it has been successful, although we have not 
pushed it to the extent we should have done. But our in- 
terest has been aroused, and we will have a man that will 
specialize along that line in the future and we hope to fur- 
ther develop the system. We had in mind the thought that, 
of course, on the start it would not be profitable from the 
standpoint’ of dollars and cents, but we knew it would be 
sowing the seed in the minds of the children that would win 
good results for our bank. We have a stamp system which 
embodies also a pass book. They accumulate their pennies 
and buy the stamps, and when they have fifty-two cents in 
stamps those amounts are entered in their pass books. I 
am sorry that I did not refer to our books in order to be able 
to give you the number of depositors we have, but it has been 
a success in a small way in Long Beach and it is a subject 
that should interest the mind of every banker. (Applause.) 

Mr. Porter: Mr. Chairman, I want to ask Mr. Lawler a 
question. We all agree on what we are trying to do, but the 
main thing is to have it function and to function the best 
way. I would like to ask Mr. Lawler, what has been your 
experience, because I assume you have had different 
experiences all through your different branches. Where do 
you find the most difficulty in getting the children interested 
—in the primary or the grammar or the high school? 

Mr. Lawter: In the high school. 

Mr. Porter: So do we. Now can anyone tell us here 
why you cannot interest those in the high school as you 
can those in the primary and the grammar schools? It 
struck me very forcibly. I think we are about the fifth or 
sixth on the list in California in school -savings, and we 
have been trying to solve that problem. I have some ideas, 
but I don’t know whether mine are any good or not: that 
is, to analyze the reason why these young boys and girls in 
the high schools cannot be interested as you can interest 
those in the grammar school. Now that is the information 
I would like to get. I see Mr. Post operates entirely in 
the high school, yet I find that it is in the high school that 
we have the greatest difficulty in getting them interested, 
and it is one of the most important places too, because the 
high school pupils should set the example for those under 
them. 
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Mr. Lawier: The reason why the high school pupils do 
not respond as readily as the boys and girls in the elementary 
classes is because their wants are very great. The average 
high school boy is on the verge of manhood. He may have 
an allowance of $7.50 to $10 a month with which to meet 
his ordinary requirements, and at the end of the month, as 
many of us know from actual experience as boys and girls 
going to high school ourselves, all of that fund has been 
eaten up, as it were. I say eaten up advisedly, because some- 
times it goes into ice cream and candles and things like that. 
We find, Mr. Porter, on the other hand, that those little 
boys and girls who have learned to save between the ages of, 
say, six and ten, and who afterwards enter the high school, 
are, in the course of seven or eight years, very good savers. 
We find them coming into the bank with a great deal of 
regularity. Instead of buying stamps at the school they 
deposit money. So some of the boys and girls, when they 
go to work, frequently maintain their deposits, and on pay- 
day come into the bank—we notice it very frequently on a 
Saturday—to deposit part of their weekly earnings. The 
main idea, therefore, in this whole proposition should be to 
interest the very young ones, those that are entering their 
first year at school. We find them the best savers. And, as 
my friend Mr. Morehouse of the Guaranty has said, as the 
twig is bent, so the trunk is inclined. And that applies par- 
ticularly to school children as far as their school savings 
is concerned. 

R. R. Frazier: I did not intend to say anything, but I 
was reminded by the gentleman’s question of a little story 
that I heard once which I think is the answer, really to this, 
and the answer is found in the Bible. He has not quoted from 
the Bible, but he has quoted the thought that was enunciated 
several thousand years ago, and with which, possibly, some 
of you may be familiar. Bring up a child in the way he 
should go, and when he has grown up he will not depart 
from it. I once heard a good Catholic priest say in answer 
to the question, “How is it that, with all these other creeds 
or churches, so many of the members, when they grow up, 
sort of drift away? They lose interest, or a Presbyterian 
becomes a Congregationalist, a Methodist becomes a Presby- 
terian, or a Congregationalist becomes a Unitarian, and all 
that, but once a Catholic always a Catholic.” “How is it?” 
he said, “The answer is plain. Give me a child and let me 
have his training until he is nine years old and you can take 
him from then on.” And I will guarantee that the answer 
Mr. Lawler has given is, after all, the correct one. 

Now I want to ask two questions, and I am going to stay 
on my feet until they are answered if I may. I want to 
ask the gentleman from Pennsylvania—I take it Scranton is 
in Pennsylvania. I am particularly interested for three rea- 
sons: first, because he represented a national bank only, be- 
cause he said he represented 6 per cent of the population, 
that is, 15,000 out of 25,000 enrollment open savings accounts 
in his bank; and the third thing that interested me in what 
he had to say was that he didn’t use this famous stamp sys- 
tem that others seem to think is the right system. I would 
like to ask the gentleman from Pennsylvania who seems to 
have such wonderful success with the pass book system what 
the initial amount is that is required by his bank to open a 
savings account by children. 

Mr. HumMLeER: Anything from a cent up. 

Mr. Frazier: You issue a pass book costing five or ten 
cents for a one-cent deposit? 

Mr. HuMMLER: Yes, 
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Mr. Frazier: Do you go around to the schools and make 
these collections? 

Mr. HumMier: Oh, yes. Every Tuesday morning is 
school day, and there is a school hour. The teacher collects 
the money and enters the amount on the pass book, and 
the duplicate is sent to the bank and it is entered on the books 
of the bank. 

Mr. Frazier: I would like to ask the gentleman from 
Long Beach whether he has succeeded in his original under- 
taking to induce school children to come to the bank instead 
of sending the bank to the school children. You spoke about 
having 300 in line one Saturday, the day you opened the 
bank. Did you continue that process and if so how suc- 
cessfully ? 

Mr. Hatcu: The collections are made once a week in 
the school, and then they are brought down. We do not 
collect them from the schools. That was the opening day 
I spoke of; it was a new thing. ‘és 

E. A. Brown: (Vice-President Berkeley Bank and Sav- 
ings Deposit): Mr. President, school savings has been in 
Berkeley for about seven years. It is only recently, how- 
ever, we have realized the great need of following the sys- 
tem more closely, and in consequence we have brought to 
Berkeley a young lady who had had experience in the school 
savings systems; she is here at this meeting, and I would 
like to have you meet her and listen to what her department 
has done in this connection. I therefore take great pleasure 
in presenting Miss McMeekin of Berkeley, California. (Ap- 
plause.) 

‘Miss McMEeEk1n: Our school savings system in Berkeley, 
while it is not new, has been infused with new life, because 
we have just this fall undertaken it with renewed enthusiasm. 
We are cooperating very closely with the schools in Berkeley, 
in fact we are working almost under their direction. We 
make weekly collections in each school. We use the pass 
book system entirely, that is, the child is given a pass book, 
and he opens his account by depositing one cent or more. 
We are also cooperating in other ways. The schools have 
asked that we give them as much instruction, as much help, 
as we can in teaching thrift in every way—thrift in applica- 
tion to money, and not money only, but as to time, clothing, 
talents, and so on,—teaching thrift in every way we can; and 
we have many requests to come into the class rooms to talk 
along this line. But we are also giving as much instruction 
as we can along the line of economics, that is, along the 
line of business training. 

In the upper grades especially (we have a system of 
junior high schools) they now put particular stress upon this 
training. They have asked that we give these students all 
the help we can in business ideas, and these students come 
to the bank in groups of fifteen to twenty; they really make 
out their own deposit slips and deposit money and write 
their checks, and the paying tellers open up their windows 
and cash the checks for them; they follow these same checks 
upstairs, through the bookkeeping department, and . watch 
them pass through the various stages and follow them back 
downstairs again and get the checks at the paying window 
and check them up with their bank check stubs. Just what 
else we are going to do remains to be seen, because, as I say, 
our system is only in its infancy, but we have some rosy 
hopes for it. (Applause.) 

THE PresIpENT: Gentlemen, we have had a very interest- 
ing session. If there are others who desire to talk we shall 
be very glad to hear from them, 


November, 1921 


SamueL H. Beacu, President Rome, N. Y., Savings 
Bank: Mr. President, I have been especially interested in 
hearing this discussion today because it has gone into details 
in regard to the different systems that are in operation. 
The reason I have been so particularly interested is because 
in the state of New York, from which I come, for a number 
of years the advantage of having school savings banks has 
been recognized by the legislature and the schools have been 
permitted by law for a number of years to collect money 
and deposit that money in a savings bank. The word 
“savings” is strictly limited for use by savings banks. 

But the law is broad. It says that where there is no 
savings bank then these school funds may be deposited in a 
national bank or trust company or in a state bank. Now 
this proposition of getting at the children is a wonderful 
opportunity. There is an old saying that opportunity has 
no back hair. There is a poem that comes to us from the 
East, where many good things come from, that illustrates 
the idea of opportunity; it is short, and if you will bear 
with me I will try to recall it: 


Now the third and fatal conflict 
For the Persian throne was done, 
And the Moslem’s fiery valor 
Had the crowning victory won. 
Harmonson, the last and bravest 
The invaders to defy, 
Captive, overborne by numbers, 
They were leading forth to die. 
Then exclaimed that noble captive: 
“Lo! I perish in my thirst; 
Give me but a drink of water 
And let then arise the worst.” 
In his hand he took the goblet 
But awhile the draught forebore, 
Seeming doubtfully the purpose 
Of his foemen to explore. 
Well might then have paused the bravest, 
For around the angry foes 
With a hedge of naked weapons 
Did that lonely man enclose. 
“What fearest thou?” cried the Caliph; 
“Ts it, friend, a secret blow? 
Fear it not; our gallant Mussulmen 
No such treacherous dealings know. 
Thou mayest quench thy thirst securely, 
For thou shalt not die before 
Thou hast drained that cup of water; 
This reprieve is thine no more.” 
Quick the satrap dashed the goblet 
Down to earth with ready hand 
And the liquid sank forever, 
Lost amid the burning sand. 
“Thou hast said that mine my life is 
Till the water of that cup 
I’ve drained; then bid thy servants 
That spilled water gather up.” 
For a moment stood the Caliph 
As if by doubtful passion stirred, 
And then exclaimed: “Forever sacred 
Must remain a monarch’s word. 
Bring another cup, and straightway 
To the noble Persian give. 
Drink, I said before, and perish; 
Now I bid thee drink and live.” 


Now that man not only recognized an opportunity, but 
he had the brains to embrace it, and that is what we savings 
bankers now have, and we want to do it while the child 
is young, during the formative period. 

There is another story that comes to us from the East of 
an old Brahmin who was on his death-bed. He called the 
young man who had been liying with him and said: “You 
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have grown up as my son; go to yonder cabinet and bring 
me a casket you will find on the lower shelf.’ The young 
man brought it. He said, “Unlock it.” The young man 


unlocked it, and there in the plush-lined case was a stone. 
The Brahmin said: “Guard that stone carefully, because 
whatever it and its mate touch on opposite sides will turn 
to gold, and its mate lies somewhere along the shore of the 
river upon which our cabin stands.” The Brahmin died. 


The young man spent days and weeks and months in the 
search for the mate to the stone. He would walk out in the 
morning and pick up a bagful of stones, and in the after- 
noon he would sit down in front of the cabin, put a little piece 
of iron ore which he had on the table, take the talisman 
with one hand, reach into the bag with the other and take 
a stone and touch on the opposite side and throw the stone 
into the river. Again he would do it, throwing the stone 
into the river, and again, until the bag was exhausted. The 
next day he would go through the same thing, and all with- 

_ out result, until one day as he was going along the bank of 
the river he picked up a peculiarly shaped stone and a cer- 
tain thrill ran through him as though he thought that here, 
at last, was something. But he had picked up so many 
stones before that he threw it in the bag, and that afternoon 
as he was going through his ordinary motions he picked up 
this stone again and that same thrill passed through him. 
He laid it down against the little piece of metal which he 
had picked up and placed in his hand opposite the talisman. 
He touched the metal with the stone and it turned to gold 
in his sight. He tossed the stone into the river. There 
the little globule of metal lay, heavy and shining and yellow 
in his hand, but the stone, the talisman, the one thing that 
would have given him influence and wealth and power, was 
gone because the power of habit literally compelled him to 
throw that stone into the river. 


Now the time to inculcate the power of habit is when 
we are young, and that is why we ought to take advantage 
of this opportunity which it seems almost for the first time in 
all this hundred years of savings has been brought clearly to 
our attention. (Applause.) 


THE VICE-PRESIDENT: I would like to ask Mr. Dodge 
whether it is desirable to have any legislation on the subject 
of school savings banking, and what has been the experience 
in this state, and what he knows about the experience of 
other states in that regard. 

Hon. J. S. Dopce: Mr. President, I would say there 
should be legislation I am not familiar with the situation 
in other states, but in this state the legislation is very simple 
and is merely permissible. The legislature here has passed 
an ‘act which provides that the school authorities—the school 
board—shall grant permission to a bank to accept savings in 
certain schools. A resolution setting forth that permission 
is sent to the bank along with a request that it be permitted 
to take advantage of that provision of the law, and I endorse 
upon that my permission in accordance with the law and 
send it back to them, and that is all there is to it. 

Bruce SHarp: (Santa Crux, Calif.) Mr; President, I 
have had an experience that may be helpful to others in 
starting a school savings bank system. We have three pen- 
nants—one 50 per cent., one 75 per cent. and one 100 per 
cent.—which we give to schools where every child in the 
schoolroom has an account. We opened accounts with 365 
pupils, and on the first day they had 250 accounts, which was 
stimulated by the idea of giving these pennants, 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 337 


THE Vice-PrEsIpeNT: You give the pennant to the room 
and not to the individual children? 


Mr. SHarp: No, to the room. And in a country school 
one of them got it, and every Tuesday afternoon they had 
this pennant on a staff and led it at the head of their class 
into the school, and that stimulated the other classes to an 
endeavor to accomplish the same result. I think that is a 
very good idea. 

Mr. Doucras: Mr. Chairman, the school authorities of 
San Francisco will not permit anything of that kind. They 
refuse to permit anything there in the way of a bonus or 
prize because they do not like the competitive idea introduced 
into the school. 

THE VicE-PRESIDENT: I think the present idea was rather 
on the question of the amount than the accounts in the schools 
in San Francisco. That is one thing they always want to 
keep away from—stimulating children to increase their 
amount too strongly. 

Mr. Doucras: They objected there very decidedly to 
anything of that kind. They will not permit any advertising 
matter, either, in the school. 

DeLeGATE: (Michigan): Mr. Chairman, may I ask two 
questions? In the first place, where there are a number of 
savings banks in a city, has it proved successful to have the 
whole group join together and take joint action in carrying 
out the school savings bank system, or is it in any case a 
success where it is operated by one bank alone? The second 
question is with reference to the vending machine.- Our 
friend from Pennsylvania suggested that they were not an 
entire success, that is, the stamp vending machine or nickel- 
in-the-slot machine. Have we any further testimony on that 
matter, 

Mr. Lawter: As to the matter of savings banks parti- 
cipating, I would like to recite the experience of the city of 
Detroit, I think it was in, the year 1913. Ten banks in 
the city of Detroit undertook to establish a savings system 
in the schools of that city whereby they all could participate. 
The system lasted just one year, and at the end of that year 
the total deposits amounted to but $5,000. Now during that 
same year in the city of San Francisco where one bank was 
handling the proposition the deposits amounted to not less 
than $5,000 a month as against $5,000 a year in the city of 
Detroit. That, I think, will serve to illustrate what happens 
when a large number of banks endeavor to participate. 

Now as to the vending system, I would like to answer 
the gentleman from Michigan by saying that over here in 
the city of Pasadena they introduced: the vending system 
about 3 or 4 years ago with very poor results. I took occa- 
sion to visit that city, I think two years ago, and went to 
the bank that was fathering the movement and was in- 
formed by them that it would not work out satisfactorily at 
all. The cashier told me that in one case a vending machine 
had actually been taken from the school, while in another 
case it had been burglarized at the school, and he said that, 
in the last analysis, there is nothing that can take the place 
of the human element in school savings banking. “Conse- 
quently,” he said, “from our experience the vending machine 
is not satisfactory.” 

L. D. WoopwortH: Mr. President, I have here the paper 
of C. J. DuFour, Superintendent of Schools, of Alameda. It 
is not on the point that our Michigan friend made, but it 
is along the same general line. This, in fact, is on allowing 
credit for school thrift work, and it is the only place I know 
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of in the United States where that is done. Exactly how it 
is working out, we have received no positive proof, but it 
is certainly worth consideration. This is how Professor 
DuFour would have presented it if he had been present: 


School Credit for Thrift 


C. J. DUFOUR, 
Supt. of Schools, Alameda, Calif. 


The Alameda plan of school savings has been successful 
because, in the first place, it is simply operated, and in the 
second place, because it is coordinated with other legitimate 
educational activities, in which the element of pride and 
loyalty play no inconsiderable part. 

Briefly described, the Alameda plan includes a headquar- 
ters bank which is in reality a collection department acting 
under the authority of two of the city savings banks. 

This headquarters bank is located in the high school. Its 
working force consists of a member of the faculty of the 
commercial department, a student cashier, two assistant cash- 
iers, a force of student tellers drawn from the junior and 
senior classes, and a clerical force consisting of students regis- 
tered in bookkeeping and accounting, and who are required 
to include the banking experience as a definite part of their 
training. 

On stated days the student tellers are required to report 
at the severai elementary schools, where they receive the 
savings of the elementary school children, after counting and 
checking the money with the teachers’ summary sheets and 
the children’s deposit tags. Prior to leaving the elementary 
school buildings, the individual deposits are relisted on the 
principal’s summarizing sheets, a carbon copy checked by 
the student tellers being left with the principal of each school. 


The student tellers return to the high school, and their 
accounts are checked by the assistant cashiers, who then, 
under the general direction of the faculty member, apportion 
the deposit tags among the student clerks, who enter deposits 
and extend balances on duplicate ledger cards, one complete 
set of which when checked is deposited, together with the 
aggregate amount, with the city. savings bank selected by 


the parents of the depositing children. So that at the close 
of the day, if anything should happen to the high school 
building and its records should be destroyed, the city banks 
have a complete record of every individual account, together 
with the cash for the same in their possession. 

The Alameda plan was inaugurated in 1914, and as each 
step was taken or improvement made, the office of the State 
Superintendent of banks was consulted and its recommenda- 
tions rigidly enforced. All matters of procedure, the assump- 
tion of liability by resolution of the boards of directors of 
the city banks, acknowledged by the Board of Education, 
and the daily filing of the individual accounts, are the direct 
results of personal conferences with the representatives of 
the State Superintendent of Banks. 

Many devices are used to stimulate and maintain interest 
in thrift. In addition, every Saturday night the local news- 
paper publishes a school bank statement for the week just 
passed, in which each school is credited with its aggregate 
savings, its number of depositors for the week, and the per- 
centage of this number on the average attendance. The 
school sheading the list is the school showing the highest 
percentage of savers. This statement is prepared by the 
student cashier at the headquarters bank, with the assistance 
of the faculty member in charge. 

It will be readily seen that the Alameda plan differs es- 
sentially from bank plans where a single bank is granted 
the privilege of sending its solicitors and clerks to the school 
houses and there collecting the children’s money, giving them 
in exchange stamps or pass book acknowledgments. Both 
systems have their strong points and both are workable. It 
is my belief, however, that where a school system is thor- 
oughly organized, and where the high school is equipped to 
teach practical commercial work, a plan such as the Alameda 
plan may be found to have a greater number of educational 
units of value. 
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The Alameda High School gives credit toward gradua- 
tion to all students registering for Thrift, and who comply 
with the following conditions: (1) To keep an accurate and 
acceptable account of ail receipts and disbursements during 
the term. (2) To deposit regularly in the savings system. 
(3) To have on deposit at the end of the term at least 10 
per cent. of the total receipts. (4) To prepare a satisfactory 
essay on some practical Thrift subject. While the credit given 
is small, it is sufficient to keep a considerable percentage of 
the high school students in the ranks of the active savers. 

The test of any system is a statement of its results. At 
the present time sixty-five per cent. of the total enrollment 
of the school children of Alameda are active depositors and 
the weekly percentage of investors ranges from thirty-five 
to forty-five. 

In conclusion, permit me to say that I have aimed to give 
you merely a brief description of the Alameda plan of savings, 
redlizing that in the time allotted to me to do more than 
this would: be impossible. 

If any of you are interested and wish more complete in- 
formation, and will write to me indicating your wishes, I 
will be pleased to assist you in any way that I can. 

Mr. WoopwortH : Now Mr. Lawler has just made a remark 
which is true, but I think it needs a little amplification, in all 
fairness to some cities, as to whether the school savings system 
should be operated by one bank or by a clearing house group. 
Now he is entirely right when he says that the weight of 
experience so far as results are concerned is on the side of 
a system operated by one bank. And the reason is obvious. 
You must have the incentive. It is the same old question 
of the difference between private initiative and lack of 
rsponsibility—socialism. 

But where the banks do join of course they get away from 
the objection which is sometimes raised that it is a mere 
advertising proposition and for selfish benefit, and there are 
several cities at the present time where the banks cooperate 
to splendid advantage and there will be more. 

At the present time Boston has a very ineffective system, 
not due to lack of cooperation but because they have not yet 
gotten under way, and it is one of the oldest systems in the 
country. New Haven, New Orleans, Evansville, Duluth 
have ‘effective cooperative systems. Those are all that occur 
to me offhand. In each case there has been trouble until 
either they employed a thoroughly efficient manager who 
went at it in a businesslike way or else some one banker in 
the group got busy and took the load on his shoulders. 

The psychology of the thing is exactly the same as it is 
in your church, club or society of any kind; you know, where 
everybody has the responsibility and there is no leader you 
get nowhere. During the next year it is quite probable that 
there will be more clearing house associations operating sav- 
ings bank systems. But where the clearing house is not 
ready to go ahead,—take, for instance, Indianapolis. 
Indianapolis has a fairly active clearing house organi- 
zation. They have been talking about school savings 
for the past year. A majority of them are thoroughly sold 
to the idea. They want to put a big system in to cover the 
whole city. But, to the best of my information, there is 
just one banker in the entire group who simply will not get 
down to brass tacks. Now it is a crime that a city like In- 
dianapolis cannot have a school savings system because of 
the opposition of one. It ought to be in every city; no ques- 
tion about it. 

During the last year the number of school savings sys- 
tems has increased by 100 per cent. in this country—of sys- 
tems actually installed and operating—and I have no question 
in my own mind that there are nearly as many more which 
have made all preparations during the last school year and 
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are getting under way this fall. Pittsburgh is a notable ex- 
ample of a big city that formerly had a more or less effective 
system, but one bank there, the Union Savings Bank, is 
putting in a very complete system to cover the entire city 
and will open up in all schools simultaneously. 

From our viewpoint in the New York office it is some- 
times difficult to understand how any banker can go out to 
the schools and ask the children to go into the school sav- 
ings banking system, to keep books, to learn banking, and 
then the banker himself absolutely refuse to keep any ac- 
count as to what is being done,—and that is exactly what 
is happening in quite a number of cities in this country. 
There are a surprising number of cities where the bank will 
carry the entire receipts in one fund, and the only figure they 
can give you is the amount of their gross receipts. 

Well, gross receipts don’t make a school savings banking 
system. Not only that, but we will never get anywhere in 
answering some of these questions as to results unless those 
bankers are willing to show sufficient interest to go a step 
further and find out for themselves what the results will 
be. Now you take the stamp system, that system does not 
consist in merely pasting the stamps on the folder and then 
going and getting your money. A gentleman here has re- 
ferred to the fact that it is a combination stamp and pass 
book system. Then, why forget the pass book? 

The pass book is the banking end of it, and it is the 
simplest thing in the world for any bank to set aside a 
series of numbers to which the school savings accounts will 
be carried when the book is opened. They do it in the Bank 
of Italy system, something along that line, and it is a perfect 
system. Then you can take off your balances from that 
part of your general ledger and you get your totals separate 
from the other accounts. 

Then there is one danger at the other end. If figures are 
to be thoroughly comparable there must be some system for 
transferring from the school ledger to the general ledger 
the accounts of the graduates from the school. There are 
only a few cities where the school pass book is carried on 
through into after life, and of course, even if all banks 
carried it on through your statistics would not be at all com- 
parable as to actual net savings, and when we get right down 
to brass tacks it is the net savings that count, and they are 
the only things that do count outside of the systematic thrift. 

So when you get your blanks from the A. B. A. office, 
asking for the details we require, they may be burdensome 
sometimes and may seem a little different from what your 
peculiar situation requires, but please remember that we are 
trying to reach a happy medium; we are after only a few 
fundamental facts, and unless your statistics from all direc- 
tions come in in the proper way your totals will lack the 
feature of their being comparable as to the effectiveness of 
the different systems. 

Now we have spoken this afternoon of pass books, stamps, 
autematic tellers, and also the punch cards with which we 
became familiar during the war, and the Thiry cards, which 
are nothing but a modified pass book system. There is no 
system that was ever devised that will do this thing without 
the human touch back of it. It is not in the system, gentle- 
men. You can follow your own ideas so far as we are con- 
cerned; but when you are teaching thrift you cannot do it 
by merely devising a system and expecting the system to 
work itself. Somebody has got to work the system. You 
cannot expect the children to imagine or to gather out of 
the blue sky what a thing means; you have got to carry the 
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message of thrift and systematic saving and everlastingly 
keep at it. (Applause.) 

Tue Vice-Presipent: I think perhaps most of you men 
have shared with me the ambition, as a boy, of wanting to 
do two things—go to a circus and see what the Bowery looked 
like in New York. While it was quite late in life, I finally 
got around to look at the Bowery, I am going to introduce 
to you this afternoon a very interesting, delightful and in- 
structive specimen from the Bowery in the person of Wil- 
liam E. Knox of the Bowery Savings Bank of New York 
City. (Applause.) 

Wiuiam E. Knox: I had not expected to say a word. 
I am going to tell you a little story—a true story. There 
was a young man who came into the bank not very long ago 
and was transacting some business with us that. ran up into 
a very, very large amount. The facts in the case were these: 
He and three associates had just bought the most valuable 
and desirable piece of real estate in the City of New York. 
Those of you who know where the Grand Central Station 
is located will know where it is when I tell you it is straight 
across the street from the Grand Central Station. My bank 
thought so well of that site that we did what no savings banks 
in New York had ever done until that time—we decided to 
buy a piece of that property if we could to establish a branch 
there. We bought the property, or a piece of it. This man 
came in to see if we could not finance him in putting up a 
building on the remainder of the lot, the building to cost, 
to complete, five million, dollars. When we first opened up 


negotiations with him I naturally wanted to know what kind 
of a man he was, and he said, “Such and such a bank”’— 
mentioning one of the oldest and most conservative banks in 


New York—“will be very glad to say a good word for me, 
I think.” So I dropped into the bank and said, “Do you 
know so and so?” They said, “Yes, we know him very 
well.” I said, “What sort of man is he?” “Well, he can 
walk in here any time he wants to and, without collateral or 
indorsement, he can take $200,000 of our money on his sig- 
nature, and no questions asked, because he is an A-l good 
fellow and his credit is beyond reproach. He is at the head 
of a successful business, and you may trust him to the limit.” 

So I was quite interested when he came in to see me. He 
had talked with me over the telephone before. And he 
said, “I want to tell you something, Mr. Knox; I always 
have a friendly feeling for this old bank.” I said, “Is that 
so?” He said, “Yes; I have an account here now. I had 
it when I was a boy eleven years old. I lived down on the 
East Side.’ My mother was a widow. There were five of 
us. She taught me to save my pennies and to bring them 
to the bank.” I sent out to one of our clerks and asked 
him if he would look up such and such an account, and I 
brought in our big signature book and laid it down before 
him, and there, written in a boyish hand, was his signature, 
with his age beside it, eleven years of age. 

Now that was before the days of school savings banks. 
That shows what one good, sensible mother did with that 
one boy, and it just gives us a little bit of an indication 
of the field there is before us in the school savings bank 
idea. We have only begun to scratch the surface of it in 
New York, but I am in hopes, as we all are, that before we 
are many years older we will see a school savings bank 
system established in every school in the country. 

I had not expected to say a word. I was like the fellow 
that died and went up to heaven after a very busy life and 
went in and picked out the easiest chair he could find and 
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sat down and said, “Oh, I am so glad to be here where I 
will not be worried any more. 
more catching of trains.” And he hadn’t been there more 
than five minutes before he heard a voice calling “Mr. 
Jones? Mr. Jones?” And he looked up and here was a very 
active little angel paging him. He said, “Well, what do 
you want?” and the angel said, “You are wanted on the 
ouiji board.” (Laughter.) 

Tue Vice-Presipent: On behalf of the Savings Bank 
Division—speaking for Mr. Sadd, who has been called to 
another meeting, I wish to thank you most cordially, Mr. 
Dodge, particularly, and also you ladies from Oakland and 
Berkeley, and all the others, for the most interesting and 
valuable contributions you have made this afternoon, and 
unless theré is some one who is particularly anxious to get 
something further off his chest we will call this meeting 
at an end. (Adjourned.) 


Second Session of Annual Meeting 
THURSDAY, OCTOBER 6. 
W. A. Sadd, President, presiding. 


Thrift and Savings 
JOHN S. CHAMBERS 


The subject assigned to me for this afternoon, or at least 


suggested for me, is one of public economy. I understood 
that to mean the cost of government, or the tax burden. That 
is, as you know, a tremendous subject, and I can only hope to 
roughly outline it this afternoon, and just touch the high spois. 

It is very much like charity in one respect, and one respect 
only: It covers a multitude of sins and a vast multitude at 
that. Some years ago up here in Plumas County, one of the 
mining men of California, a solitary miner, a prospector in 
fact, became involved in litigation with one of the mining cor- 
porations in regard to the possession of a tract of land, a sec- 
tion, as we call it our here. The case dragged through the 
superior court and the appellate court and finally reached the 
supreme court, where it went to sleep. One day the old miner 
wired to his San Francisco attorney to know how the case was 
progressing. In reply he received a telegraph saying, “Every- 
thing in statu quo.” Not knowing exactly what in statu quo 
meant, and finding that none of his associates knew, he took 
the telegram to the local postmaster, who in turn did not know, 
but he properly replied, without looking at it, “That means 
everything is in a hell of a fix.” So, governmentally speaking, 
along financial lines, I think the interpretation placed upon in 
statu quo by the Plumas postmaster is about correct. 

Government of the people, by the people and for the people 
is not only a wonderful thing; at times it becomes really 
amazing. 

During one of the great battles of the great war a wounded 
Irish soldier was brought in from the front unconscious—very, 
very badly wounded. The sergeant looked him over and told 
his orderly to take the wounded man into the ruins of an old 
church. He cautioned them to treat him kindly, particularly 
when he awoke; when he regained consciousness, to jolly him 
along and cheer him up. In due time the wounded Irishman 
recovered consciousness, gazed around at the ruins of the 
church, and murmured feebly, “Where am I?” One of the 
orderlies, quicker than the others to remember the admonition, 
said, “You are in Ireland.” Gazing again at the ruins of the 
old church, the wounded Irishman said, “Glory to God, I could 
not believe that you had Home Rule.” 


So, governmentally speaking again, along financial lines we 
are very much in that shape. The great trouble with our gov- 
ernmental establishment is that there is too much politics and 
not enough business in government. I say that with a full 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


No more telephones, no, 


November, 1921 


appreciation of the fundamental differences between govern- 
ment and politics, and between government and business. I 
have a very clear appreciation of the fact that the government 
has certain functions to discharge which business does not have 
to discharge; but even such functions can be handled in busi- 
ness-like way and other functions on a strictly business basis. 

A New York wit once said that government was an insti- 
tution to live under but not on. He may have gone still 
further and said that the government should not live upon 
the people in the sense of taking more from the people than 
was justly needed for the support and the development of 
the government. A government was not instituted to earn 
money for itself, 

The purpose of just government is to protect the advanced 
welfare of the people who compose and support it, to provide 
law and order and security, and make business possible. 
Without the government, as we understand it in these days 
of civilization, there would be no business, and without 
business, on the other hand, there would be no government. 
As long as government takes only what is necessary for its 
proper support and development there should be no criticism. 

But men have never and perhaps never will agree upon 
what functions the government should discharge. This fact, 
this difference of opinion, plus the machinations of politicians 
have not only put on functions but created unnecessary units 
of the government to discharge those functions which add to 
the cost of government. 

Our legislatures, our administratives and our fiscal agents 
are forever looking where more revenue can be produced, 
either from old sources or through new sources, and seldom 
exhibit any real sincerity as to how expenditures can be cut 
down. ‘This state of affairs is going to continue until the 
people awake to their power and to their responsibility, until 
they begin to exercise an intelligent and continuous super- 
vision of public affairs. It is not to be expected in a nation 
of over one hundred million, or in a state like California of 
over three million, that the people would have an intimate 
knowledge of all the involved questions of government; but 
there is no reason why the average citizen should not have 
a good common sense understanding of the government and 
be able to discuss questions intelligently, and to vote with 
tinderstanding. 

There are two kinds of patriotism, the patriotism of 
war and the patriotism of peace. Historians declare that 
patriotism, as we know it, is comparatively a new thing; but, 
however that may be, we are all familiar with the sort that 
arises in the meanest of us when our nation is threatened 
with a foe from without. But, how about our nation when 
threatened by a foe from within; for instance, by excessive 
cost of government, by an excessive tax: burden that retards 
business, checks development, and stops investment? The 
outside comes suddenly, plainly, he is easy to visualize. It 
is easy to mobilize the resources of the nation against him. 
But the foe from within comes secretly. He is hard to see, 
hard to place, hard to visualize; and one reason I think is 
that the people are part and parcel the cause of their apathy, 
the cause of their general indifference to governmental mat- 
ters; and they are so because they do not discharge their full 
civic duty. 

The man or the woman who discharges his full civic duty 
is 100 per cent., is rarer than a costly jewel, and far more 
precious. The time has never been more propitious than 
the present for appealing to the people to awaken to their 
civic duty and to discharge those duties. 

I do not by any means intend to exclude or to exonerate 
public officials who are derelict, for the dereliction df the 
people does not excuse the dereliction of public officials. 
Public officials who are derelict are taking advantage of,the 
indifference of the people, and their crime is so much the 
greater. We are not going to remedy conditions until the 
people are awakened to their responsibilities and proceed to 
exercise them. 


CLAssEs oF Pusiic EXPENDITURE 


There are four kinds of expenditures: The expenditures 
that are proper for the proper support of the government, 
the expenditures that are due to political machinations, the 
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expenditures that are due to fads and fancies, and the ex- 
penditures that are due to the material development of the 
country. 

With those expenditures that have to do with development 
and with the proper support of the government, there should 
be no complaint. With expenditures that have to do with 
political machinations there should be a vast amount of com- 
plaint if it were fully understood. 

It is only right and it is only logical that the cost of 
government should increase as population increases and as 
problems of government increase; but the cost of government 
should keep pace with the growth in population and in wealth. 
In other words, the tax-paying ability of the public should run 
right along with the ever increasing cost of government. 
That has not been the case in this state, or perhaps in any 
state of the Union, and certainly not in the Federal govern- 
ment. The creation of unnecessary functions of government 
and the function of even meritorious functions at too fast 
a pace haseadded to the cost of government. 

Fads and fancies are those things which are espoused 
mostly by honest, sincere people; and the politicians see the 
advantage of swinging this group or that group, and so 
these things are put through. 

We have an illustration here in the State of California. 
In 1919 the legislature passed a law creating a home for 
delinquent women. That is a dream absolutely. It went 
through, was signed by the governor, and is costing us about 
$250,000, and each year an increase will grow with no com- 
mensurate good. That is simply a fad, a fad of some of the 
good women of this state put through because they acted 
collectively. 

Men have differed, and always will differ, as to how far 
government should go in the matter of material development. 
It is absolutely certain that the public money should not be 
used for selfish aggrandizement, for the advancement of per- 
sonal interest; yet it is equally true that money should be so 
used for the development of the country, for those things 
which will add to the general wealth. About the best rule 
that can be laid down, and that can be only in a general 
way, is that the public funds for material development should 
only be expended where it is to do good to the majority 
of the citizens. Take, for instance, agriculture, a basic in- 
dustry. That is receiving Federal and state aid, as it should. 
That does not mean that some individual farmer is singled 
out, or that some group is singled out, but that what will 
help agriculture as a whole, as an industry, is being done by 
both Federal and state governments. They work along lines 
of quarantine, pest control, irrigation, reclamation, water 
surveys, scientific study of distribution; and all those things 
help agriculture in its development, and they should be done. 

Anything that calls for the expenditure of public moneys 
should be closely scrutinized. There should be nothing done 
for private schemes; but, on the other hand, there should be 
a great deal done for the public advancement. What wg want 
is more business in government, but not more government 
in business. 

The main thing before the people of the United States is 
the education of the people to their civic duties, to awaken 
them to their responsibilities; but next to that along routine 
lines comes uniform accounting, budget systems, and reor- 
ganization along the lines of efficiency and economy. 


Bunpcets; UNiForM ACCOUNTING 


Uniform accounting would simply mean that the cities of 
a state and, for that matter, the cities of all the states, and 
the counties thereof, and the different states, should have the 
same classification ; that a sum of money received by any city 
or any county or any state will be classified on the books of any 
county or any city just the same, under the same classification. 

I may illustrate that by a true story that occurred a few 
years ago. A county auditor here in California remitted sixty 
dollars to the State Comptroller under the head of ‘“Miscella- 
neous,” for three scalps of three mountain lions. There is a 
bounty of $20 for a mountain lion scalp. The statistician in 
the comptroller’s office found that his classification was wrong, 
that it should not be “Miscellaneous,” but “Protection of life 
and property.” The auditor wrote back that he would act on 
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the suggestion of the comptroller, but that for the life of him 
he couldn’t see how scalping a lion tended to protect its life. 
(Laughter. ) 

The, budget, under our form of government, has neither 
legislative nor executive power. It can not add nor can it take 
from the functions of government. It is merely a mirror, a 
picture of the government as it is set up. If the government 
is costly, it shows it. If the government is average, it shows 
it. If the government is run low, it shows it. It is simply an 
orderly way of doing business. Like everything else of an 
orderly nature, it minimizes cost. 

The budget i is not a panacea, or cure-all, for the ills of the 
government, but it is a very important instrumentality, particu- 
larly if due publicity is exercised when the budget is prepared. 
The President or Congress or the Governor in any state, or in 
a legislature, is not bound by the recommendations of the budget 
under our laws and under our constitution. The budget is 
merely advisory. It is prepared by trained men, submitted to 
the legislature or the Governor or the President or Congress 
for their guidance, and that is all. 

Here in California, in the Legislature of 1921, we had a 
budget that called for eighty-one millions of dollars. When 
the legislature had concluded the grand total was ninety-one 
million dollars, an excess of ten million. At the same time, 
even under such circumstances, the budget was good. It is a 
great instrumentality for good, and the people should be made 
to understand just what a budget will do. It is simply an 
orderly way of doing business, showing the exact cost of the 
government, and, under due publicity, will result in bringing 
about certain economy. 


Errect oF PoLiticAL PATRONAGE 


Now, as to the political nature of government, the trend 
has always been toward enlarged patronage. For that reason 
the cost of government has mounted and mounted and mounted 
unnecessarily. The great need is reorganization along lines of 
efficiency and economy, which simply means along business 
lines. It would be doing away with unnecessary units of gov- 
ernment, and doing away with unnecessary employees. 

Such a program should appeal to the average politician just 
as much as it should appeal to the average tax payer or the 
average business man; but that will not come to pass until the 
public awakens to the needs of the situation, until they have 
taken an intelligent and continuous interest in government and 
show their power by their interest. 

We have here in the State of California, and in most of the 
other states, I think, anywhere from 100 to 125 units of govern- 
ment that should be compressed under functional lines to 
twelve or fifteen, or twenty at the most. That means excessive 
overhead, but conditions will not improve until the people take 
a more intelligent interest in things and show their interest 
by exercising the power that rests in their keeping. 


Limits oF TAXABLE INCOME 


Then, the expenditures of government should be measured 
by the amount derived from taxation, hence the necessity that 
the taxing system be equitable, and that the tax burden fall 
upon the people proportionately. Taxation should be fair not 
only within the state, but as between the states and the Fed- 
eral government. 

There should be held a series of conferences between the 
fiscal agents of the Federal government and of the states to 
discuss the tax system to the end that there might be a better 
understanding developed, particularly along lines of uniformity 
and sources of revenue and to avoid multiplicity of taxation. 
A few years ago there was a meeting at Atlanta of the repre- 
sentatives of the National Tax Association in which was repre- 
sented certain agents of the Federal government and certain 
agents of the states. The war was about to break, so nothing 
came of it. 

Later, the National Tax Association appointed a committee 
to consider the tax problem in the United States and particu- 
larly in the states. That committee recommended a certain 
formula which, if adopted, would do away with multiplicity 
of taxation and would produce sufficient revenue to meet all 
requirements. It first suggested that real estate, tangible prop- 
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erty, be taxed at the place of situs, in the state of situs; that 
incomes be taxes in the state of domicile, and that there be a 
certain tax upon the net earnings of business. An inheritance 
tax also was favored under certain circumstances, and there 
was urged a uniformity of laws by the states. 

A very serious situation is that which relates to the en- 
croachment of the Federal government upon the tax sources of 
the states. This is particularly true along the lines of inheri- 
tances and of incomes, two sources that have been well de- 
veloped by the states before the Federal government took them 
up. Taxation of inheritances is peculiarly a state function be- 
cause of its nature. 

The war came to us. The Federal government was forced 
to reach out in every direction for additional revenue; and so 
it is apparently that the taxation of incomes and of inheri- 
tances by the Federal government has come to stay. This 
threatened permanency has brought about a very serious situa- 
tion. 

The taxation of direct incomes and inheritances both by 
the Federal government and by the states means certain multi- 
ple taxation, and in a good many instances it means triple 
taxation and even more. I know of an instance myself where 
taxation along inheritance tax lines almost amounted to confis- 
cation; and that is another reason why there should be a 
conference of the fiscal agencies of the government and of the 
states to devise some system of taxation which would provide 
a proper division of sources, which would avoid multiplicity of 
taxation, and would give uniformity. 

The main question before the country today is reduction of 
expenditures, but next to that in importance is a fair taxation 
system, The reduction of the tax burden may bring relief, but 
only a fair taxation system will so spread that burden that it 
will fall fairly and proportionately upon all. 


Evits oF “FEDERAL AID” 


Another line of encroachment is that of Federal aid, so- 
called. It is not Federal aid! It is not an advantage, but a 
detriment. 

It is vicious from almost every point of view. It is striking 
almost at the root of our system of government in the United 
States. 

The states, under the misapprehension that they are get- 
ting something for nothing, are assuming functions and enter- 
ing upon projects with the federal government, and, by the 
sanction of the Federal government, are taxing themselves 
further along those lines. The system of Federal aid usually 
comes along lines of health, education and public highways. 

It is not, or at least, should not be a function of the Fed- 
eral government to aid the states in any such matter. It is not 
the direct concern of the Federal government. 

The states are entirely able to take care of health and edu- 
cational aspects and highway projects. It is an assumption by 
‘ the Federal government of the prerogatives of the state. 

It becomes worse when we stop to consider how this money 
is handled. As a rule the joint money given by the Federat 
government and by the states is handled under Federal control, 
which means a bureaucratic system of government, one of the 
most vicious systems we can imagine. 

The old differences between the Republican and the Demo- 
cratic parties was mostly centralization of power in Washing- 
ton as against state sovereignty. While I happen to be a 
Republican I am enough of a Democrat to be opposed to the 
bureaucratic system that slipped in upon us under this so- 
called Federal aid system. It is a vicious system of striking 
at the roots of our government, striking at state sovereignty, 
state independence and adding more not only to the national 
but the state tax burden and to the cost of living. 


EXEMPTIONS FROM TAXATION 


The constitution of the State of- California says that all 
property, except that exempted by the laws of the United 


States, shall be taxed in proportion to its value. That was in 
1849. Since then we have exempted nut and fruit bearing 
trees, developments of war aid, property up to a certain amount 
of every householder, property up to a certain amount of 
every veteran, churches, schools of collegiate grade (what- 
ever that may mean) shipping over fifty tons burden, and the 
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bonds of the state, national, state and the political subdivisions 
of the state. 

Tax exemption is fundamentally wrong. 

If people desire to aid any class of property owners—and 
that is what tax exemption means, financial aid—let them 
do it directly. Stop exempting any property from taxation. 
It will be found that if the people have to vote a certain 
sum of money, any actual specific sum of money for the in- 
terest of any class of property holders, the same will not so 
vote; but, if they do so vote, at least it gives a chance to 
estimate just how much money is being run away with. Un- 
der the present system we do not know. 

A few years ago it was estimated that the value of church 
property in San Francisco exempted from taxation amounted 
to $12,000,000. I would venture the assertion that the total 
value in California of church property exempted from taxa- 
tion is as much as $75,000,000. Nobody knows because the 
county assessors have never been required to assess and keep 
a record of the value of property exempted, but it runs away 
up towards $1,000,000,000. 


TAx EXEMPTION OF SECURITIES 


The most pernicious form of exemption is that of exempt- 
ing the bonds of the Federal governments, the state govern- 
ments, and the political subdivisions of the state govern- 
ments, 

That makes for a tax-dodging class. It makes for a 
privileged class, and if. continued in without restriction, it is 
going to mean in the end great industrial unrest. It is all com- 
ing under a severe criticism among the so-called working 
classes, people of that kind, and is going to end, if persisted in, 
in dire disorders in the United States. 

But beyond that, it is taking money from business, it is 
retarding development, checking investment, and choking 
development. 

People who can put their money, or the bulk of their money, 
into tax-exempt bonds are not going to put them into the 
bonds of public utilities or any other private corporation. 
That means that the private corporation or the public utility, 
in order to sell its bonds, has got to increase its rate of inter- 
est. That means a higher charge to its consumers. 

The system is fundamentally wrong all the way through 
and, as I have just said, choking business, choking invest- 
ments and choking development. 

A man can be unjustly taxed through tax exemption of 
somebody else’s property just as much as he can be unjustly 
taxed by too high assessment or too high tax rate. The sys- 
tem of tax exemption in the nation and in the various states 
of the Union is fundamentally wrong. 


CoNCLUSION 


I have just endeavored to sketch for you in a very rough 
manner some of the high spots, as I see them. An optimist 
and @ pessimist once met, and the pessimist:said: “This is 
a poor old world. I could make a much better one.” The 
optimist properly replied, “That is what we are here for, to 
make this a better world.” 

We hear a lot of criticism, a lot of “knocking,” if you will; 
but I think the time has come for action, and I know of no 
group that can exercise more influence in the country today, 
unless it be the newspaper group, than the bankers who are 
in touch with your depositors, with your stockholders and 
with the general public. 

You can do as a group more than any other group, unless 
it be the newspaper men, to awaken the public to their civic 
responsibility, to bring about the education of the people to 
their civic duties and through that awakening put an end to 
the present disastrous situation. I thank you. (Applause.) 


Combining Insurance and Savings Accounts 
A. C. ROBINSON 


A fixed and permanent incentive, a reasonable and definite 
goal, are essentials to success in any line. Without these, 
energy is dissipated in vain efforts and resolution wastes itself 
without result. The great majority of the human race must 


November, 1921 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 343 


have wise leadership and the providing of motives essential to 
progress. As bankers we have, apart from and superior to our 
interest in the prosperity of our institutions, an interest in the 
general prosperity of our country. Our preaching of economy 
and thrift has deeper motives than seeing our deposits increase. 
The return of prosperity to our country waits on the creation 
of fresh capital, and the new capital can come only from pro- 
duction and saving. Anything we can do to promote the re- 
turn of the tide of business is to us a duty. 

One of the most serious problems in any savings institution 
is the excessive turnover of savings accounts. It is not so hard 
to put new accounts on our books. This is a question of cost 
and energy. But the serious matter is to keep them alive and 
growing, and it is live accounts we want. The large savings 
accounts which lie undisturbed, neither growing nor shrinking, 
are fine; but they are few in number compared with our 
small accounts which have little or no value when opened, 
and whose value lies in a permanent and more or less regular 


increase. We have a double interest in this growth—first, that’ 


it swells our deposits, and, second, the effect on the depositor 
who thus gives promise, and so often in due time gives ful- 
fillment, of material prosperity, and so becomes a more useful 
citizen and a more valuable customer. 

The problem of how to reduce the turnover and make our 
savings accounts more permanent and continuously expanding 
has been with me, as with you, a matter of long consideration. 

There are two very important methods of providing for the 
future—a savings bank account and life insurance. The advan- 
tages of the savings account are that the individual has control 
of his accumulations while he lives, can withdraw under 
reasonable restrictions and gets a fair earning in the interest 
paid. The disadvantages are the infirmity of the human will, 
the pressure of necessity or the urge ‘of temptation, which so 
often hinder and frequently destroy the saving habit; besides 
which, death may intervene at any time and prevent the com- 
pletion of the fund so earnestly desired for many reasons. 

Life insurance has the advantages of providing for premature 
death and of having a regular compulsion to the payment of 
Its disadvan- 


the premium in order to keep the po.icy alive. 
tage is that, when an individual lives the full period of his 
policy, it would be to his financial advantage if he had put his 
premiums in a savings account instead of having carried in- 
surance; and that, desirable as insurance may be for his loved 


ones, he has to die to win. Even with endowment insurance, 
a person who lives until the maturity of his policy would be 
better off if he had regularly invested his premiums. This is 
no argument against insurance. I believe every man should 
carry an adequate amount. 

For a long ti:ne I have had the idea of combining a savings 
account with life insurance; for, mark you, the advantages of 
the one offset the disadvantages of the other, and, conversely, 
the disadvantages of the one are corrected by the advantages 
of the other; so that a combination of the two seemed ideal in 
theory if it could be worked out in practice. About two years 
ago my ideas had become concrete enough to call for some 
experimenting, and, after discussing them with the representa- 
tive in Pittsburgh of the Equitable Life Assurance Society of 
New York, our conclusion led him to submit the idea to his 
company, and led me to present it to the officers of my institu- 
tion, who constituted a sort of “War College.” 

The plan underwent countless modifications and almost 
endless revisions, but the fundamental idea persisted in living, 
despite all criticism; so, after a year of construction, the plan 
was formally launched a year ago this month under the name 
of “The Peoples Insured Savings Plan.” Before beginning, 
the plan was approved by the Insurance Commissioners of New 
York and Pennsylvania and by the Commissioners of Banking 
of Pennsylvania. 

We supposed we had an original idea, but shortly before 
making our plan public, we learned that a similar enterprise 
was being conducted by the Lincoln National Bank of Fort 
Wayne, Indiana, operating under the Gesell Plan. These ac- 
counts were sold as Victory accounts. I shall speak of the 
operation of the Gesell Plan a little later in connection with 
the operation of other similar plans. 

Recently, the Harris Trust and Savings Bank of Chicago, 
in conjunction with the Mutual Life Insurance Company of 
New York, has brought out a plan of combining a savings ac- 
count and insurance, similar to ours in many respects. The 


Colonial Trust Company of Reading, Pa., and the Metropoli- 
tan Life Insurance Company have also recently engaged in an 
enterprise along the same general lines, differing also in detail. 

There is also the Grizzard Plan. 

In order that you may understand the general scope of the 
selling of savings accounts, with an insurance feature added, 
I shall give you a synopsis of the idea as worked out by our 
institution with the Equitable Life Assurance Society, and then 
sketch the difference between our plan and other plans previ- 
ously mentioned. This will give a general idea of the main 
theme of the discussion. 

“The Peoples: Insured Savings Plan” is a 4 per cent. sav- 
ings accourit with the Peoples Savings and Trust Co. of Pitts- 
burgh, combined with life insurance in the Equitable Life 
Assurance Society of the United States, based upon monthly 
deposits over a 120 months period. The monthly deposits 
vary as follows: 


$7.45 between ages of 18 and 40 years 
7.59 between ages of 4i and 45 years 
7.84 between ages of 46 and 50 years 


The insurance is a decreasing term policy, the insured 
always being protected for the difference between the amount 
which stands to his net credit in his savings bank book, and 
the amount which he contracts to save. 

A concrete example shows clearly-how it works: Let it 
be supposed that a man of 25 years of age is saving $1,000 
for himself; he brings to the bank $7.45 monthly for a period 
of 120 months, which amounts to $894 at the end of ten years. 
If he is living at the end of the ten years, he receives from 
the bank $1,000. The $106 difference between what he has 
deposited and what he withdraws being interest at 4 per cent., 
less the cost of his insurance for the period. Should this 
man die, let us say for example, after he has been in the 
plan long enough to save $200, his estate, or whoever he has 
named to receive it, receives this $200, plus $800 from the 
Equitable Life Assurance Society. The deposits which go 
to the credit of those who join the plan receive 4 per cent. 
compound interest from the bank. Those who join receive 
a bank book containing two parallel columns, which show 
simultaneously the gross amount of their deposit and amount 
to credit of depositor at any given month. They also receive 
the Equitable decreasing term insurance policy, which at all 
times, as explained above, insures them for the difference 
between what they have saved and what they contemplate 
saving—always assuming, of course, that their deposits are 
maintained regularly. The cost of this insurance to the 
depositor over the whole period of ten years, on the basis of 
$7.45 monthly deposit, is $75.33, or an average cost of 63 
cents a month for such $1,000 objective. 

The operation of the Gesell Plan does not materially differ 
from the Peoples Insured Savings Plan, except that a differ- 
ent rate prevails for each age, and in the case of death, 
instead of paying the insurance to the beneficiary direct, as 
the Equitable does under the Peoples Insured Saving Plan. 
the Lincoln National Life Insurance Co. contracts to pay it 
direct to the bank to be added to the savings account of the 
deceased. 

The Grizzard Plan, operating in several cities is essentially 
the buying of life insurance, of any kind, from a choice of 
several companies, on a monthly payment basis. If the de- 
positor lives, at the maturity of the policy he receives its cash 
surrender value. The policy matures at once in case of 
death before the objective is reached. I think the big idea 
dominating this plan is recognition of the fact that many 
people fail to buy life insurance because they hesitate to 
commit themselves to substantial premiums annually. In a 
line it is the popularizing of life insurance paid for monthly. 

The Harris Trust and Savings Bank Plan, of Chicago, 
is as follows: 

Insurable risks between fifteen years and fifty years, 120 
months’ contract, monthly deposits varying according to the 
age of the depositor, and the usual medical examination by 
the insurance company. When issued, the policy is delivered 
to the bank, and held in trust by the bank. The 
insurance offered under the Harris Plan by the Mu- 
tual Life is ordinary life insurance, and the buyer 
of the insurance has the option, after completing the payments 
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at the end of ten years, of either getting his value out in 
cash by withdrawing the amount on deposit in his savings 
account and turning in the insurance policy at its cash sur- 
render value, or he may withdraw the amount in the savings 
account and continue a life policy, paying the premium 
based on his age at the time the policy was originally taken 
out when he went into the plan at the commencement of the 
ten-year period and without a physical examination. If the 
insurance is continued according to this- option, the policy 
is delivered by the bank to the depositor, who then pays his 
premiums direct to the insurance company. 

The policy that the Harris issues also contains a “total 
disability” clause, under which, in the case of a $10,000 policy, 
the depositor would receive $100 per month for the remainder 
of his life, and upon his death his beneficiary would receive 
$10,000, the face of the policy. Also, in case of death by 
accident, the policy pays double the face amount. 

The essential difference between the insurance on the Har- 
ris Plan and our plan, is the option extended to the pur- 
chaser to continue his insurance at the maturity of his savings 
contract. Ours has no disability nor double indemnity 
feature. 

The Colonial Trust Plan, of Reading, in connection with 
the Metropolitan Life Insurance Co.,-also contemplates the 
insurance as a fixed factor, the insured paying for the con- 
stant and unvarying quantity of insurance during the whole 
term of the contract. In the event of his death before the 
expiration of his savings contract, he would receive the net 
amount of savings credited to his account, plus the full 
amount of the insurance for which he has paid. 

Now that the idea has been presented, it is important to 
discuss it from the following angles, viz.: From the bankers’ 
point of view; from the customers’ point of view; from the 
insurance angle; from the viewpoint of cost; the selling plans, 
and the results obtained, with more general remarks in con- 
clusion: 

First—Is it practicable? My answer is, yes. With the 
forms which we invented and use, the mechanical operation 
is relatively simple, capable of being operated by average 
clerks. The adoption of the plan automatically selects patrons 
for the bank who contract to be customers for a period of 
ten years. Their accounts are growing each month, and in 
most cases they come in personally each month. Our ex- 
perience indicates that once a person gets into the habit 
of coming to our institution, it is not difficult to sell him 
the service of our various departments. The proposition at- 
tracts a very high class of people. A great many bank ac- 
counts are the result of an impetuous moment, and remain 
dormant and forgotten. Those who come into this plan know 
in advance that they are adopting a ten-year program; that 
they are taking a definite monthly obligation; that default 
imposes certain penalties. In other words, they think before 
committing themselves, which automatically gives to the bank 
a selected class, which feels reasonably sure of its ability to 
fulfill the contract. 

Another important point is the fact that where a bank 
is operating this plan, it has a potential prospect in every 
man in its town who already has a savings account. He 
has been sold the savings idea. Now he is offered savings 
plus the insurance feature at such a small cost that it fur- 
nishes a powerful motive for coming our way. He reasons, 
“For a couple of cents a day, why not enjoy the insurance 
feature?” We have been asked, “Are you not piling up an 
excessive liability in your savings department by having large 
amounts of deposits maturing at one time?” The answer is 
that the plan is in constant operation; new people are coming 
in daily, and most important is the fact that people who 
have saved regularly for ten years with us are most likely 
to seek our advice as to the ultimate disposition of the funds 
they have accumulated. Certainly they are not going to for- 
get us overnight, when we have, in many cases, been instru- 
mental in guiding their footsteps towards a future free from 
financial worry. The most important thing, from a banker’s 
point of view, is that this gives to him a definite and concrete 
plan on which to sell his savings department—something which 
has been lacking heretofore in the American thrift program. 
Savings advertising generally has gone a little stale in spjte 
of the impetus given by the war. What is needed is a new 
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note—something striking and interesting besides being funda- 
mentally wise and safe. So, with combined savings and 
insurance, the banker approaches his public with a definite 
amount to be saved, a definite time in which to save it, a 
definite assurance of the ultimate goal being reached, the 
comforting promise of protection for loved ones, and all 
for a small monthly deposit well within reach of the average 
pocketbook. It gives the banker a merchandising proposition 
and removes the necessity of exhortation and usual platitudes 
to induce people to adopt a thrift program. 


Robert O. Lord, vice-president of the Harris Trust and 
Savings Bank of Chicago, sums up the advantages of the plan 
from the standpoint of the banker in these words: 

“New accounts are created on account of the extra induce- 
ment of the combination of savings account and life insurance. 

“These accounts will have a very low rate of closeout as 
compared with the turnover in the average savings bank. The 
insurance companies report a lapse rate of from only 2 per 
cent. to 6 per cent. of the total insurance written, and the offi- 
cers of most savings banks would have a severe shock if they 
stopped to figure the turnover in their savings department, 
which, in my opinion, would in a very few cases be less than 
20 per cent. annually of the total number of accounts on the 
books at the commencement of the year. 

“Under this plan it is impossible for these accounts to be 
dormant and the account of every depositor who completes 
the payments under the plan will increase steadily in size. 


“The average balance in these accounts during the ten-year 
period will be large enough to make the accounts profitable 
from the standpoint of the bank. Inasmuch as the smallest 
certificate issued is for $1,000, the average balance in each ac- 
count during the ten-year period will be not less than $400 
for each $1,000 certificate issued. Furthermore, at the ex- 
piration of the ten-year period the customers will have avail- 
able, either for re-deposit or for investment, substantial sums 
of money.” 


The interest exhibited by the bankers in the plan may be 
gathered from the fact that we have received hundreds of 
letters from nearly every state, first asking for particulars, and 
then for definite advice as to how to adopt it. 


A combination of a savings account with a life insurance 
policy, secured by small monthly deposits, presents to the av- 
erage man and woman of modest means, a concrete schedule 
with a designated goal, which has heretofore been lacking. 
The average person too frequently becomes discouraged in 
building a savings account because the goal at which he aims 
seems too remote. The insurance feature tends to bridge this 
gap in the person’s mind and spurs his determination to sus- 
tained action, because while he is saving for himself, he is also 
protecting some loved one. 


In the bank book, which we give, are two parallel columns— 
one showing the gross amount of the deposits and the other 
the net amount to the credit of the depositor at any given 
month, I think this arrangement has an immense psycholog- 
ical effect on the people who join. At a glance they can see 
exactly where they stand each month in their thrift program; 
they know to a penny what they can withdraw if forced to do 
so by adversity. The issuing of the insurance policy—tan- 
gible evidence in their hands of a business transaction—has a 
very favorable effect on the sale of the idea. 


The smallness of the monthly deposit puts the plan within 
reach of the average pocketbook, which is important to re- 
member when catering to the masses. Questioning ‘people as 
to why they joined brings answers like these: “An easy way 
to save for my child’s education.” “It will protect my mort- 
gage.” “I feel that if I join I shall be compelled to save regu- 
larly.” “I want to get $1,000 for a payment on my home.” 
“I am going to start a little business one of these days.” And 
they all add—“It will be fine-to take care of so-and-so in case 
I don’t live to accomplish my purpose.” In other words, the 
selfish idea, that is, saving for themselves to spend later, dom- 
inates their action; but the insurance feature at such a small 
cost furnishes the permanent urge which keeps them going, 
which is a highly desirable element viewed from the bank’s 
standpoint. 


The ineligibility of many people for insurance caused some 
thought as to whether their rejection would create any bad 
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feeling. Not so. We had, of course, a certain class which 
applied for insurance, which was rejected, but these people in 
most cases knew in advance they were poor risks and hence 
were not surprised’ when the doctor told them so. A year’s 
experience has developed the fact that any such fear is 
groundless. The good-will and word-of-mouth advertising 
which the successful applicants give to our bank and proposi- 
tion, far outweigh any adverse criticism by those rejected. 

At first we were doubtful as to how the physical examina- 
tion, necessary to secure the insurance, would be received. 
The people seemed to understand this as a matter of course 
and did not object. 

Before writing this I asked various insurance companies 
who are active, or who have indicated their intention of be- 
coming active in this idea, for their candid expression as to 
the merits and demerits of the plan. The whole proposition is 
an innovation with them, and they hesitate, in view of their 
lack of much experience, to comment upon the desirability 
viewed from the underwriter’s standpoint. The fact, however, 
that there is a very well defined willingness on the part of 
several of the great insurance companies to feel their way in 
this new phase of American thrift, indicates that the proposi- 
tion appeals to them with considerable force. 

To date, viewed from the underwriter’s angle, there are 
three methods in force: 

First—Qne under which a reducing term policy of life in- 
surance is issued for an amount equal to the difference be- 
tween the accumulated savings to date and the ultimate 
amount. 

Second—The issuance of a term policy for a level amount 
equal to the ultimate amount of accumulated savings. 

Third—The issuance of an ordinary whole life policy for 
the ultimate amount of savings. 

As to the choice of these three, the vice-president of the 
Prudential Insurance Company, Frederick H. Johnston, writes 
as follows: 

“In the first case mentioned, the insurance is a diminish- 
ing amount and runs out at the time the deposits mature. 
This is obviously the cheapest plan from the standpoint of 
the depositor, but, in our judgment, is undesirable from the 
standpoint of the insurance company, inasmuch as the ulti- 
mate amount of insurance is so small that the relative ad- 
ministration expenses become disproportionate. 

“The second plan calls for a slightly larger monthly pay- 
ment than the first plan, but has the advantage of carrying 
a level amount of insurance during the entire time of the 
deposits, and the idea we have had in mind in connection 
with this particular plan has been to issue a policy which 
might afterwards be continued on some permanent form. 
This would probably be more convenient to the depositor in 
that being relieved of his monthly payments he would be 
in a better position to take care of the increased payments 
on a life policy on some permanent form. 

“The third plan is the most desirable one from the 
standpoint of the life insurance company and is much less 
complicated. 

“Inasmuch as we have not as yet had any practical ex- 
perience with this class of business, we are unable to ex- 
press any definite opinion on the subject. Our personal 
preference would be for either of the two last mentioned 
plans.” 

It is important to note that the foregoing is an expres- 
sion of personal opinion. Our company after careful con- 
sideration chose the first method, that is, the reducing term 
policy, because we felt that it served the purpose for which 
it was intended, viz., the guaranteeing of the ultimate amount 
with the lowest possible cost for the insurance, besides keep- 
ing clearly and simply in the customer’s mind just what he was 
striving for and that he was not paying for anything not 
necessary to this end. We are not selling insurance, but 
are selling savings accounts plus insurance; if a man wants 
insurance beyond what we are offering him it is better for 
him to byy it direct. We are not life insurance agents, we 
get no part of the insurance premium either in commission 
or otherwise—our interest is as bankers, 

The second and third forms of insurance, I can readily 
see are more desirable from the underwriter’s point of view, 
as the unit remains constant. 
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If I am correct, the last two ways mentioned also give 
to the buyer of the insurance, conversion privileges, which, 
of course, would be more costly to him but more desirable to 
the insurance companies. 

It is also well to keep in mind that in New York the 
Armstrong law regulates the volume of’ new business which 
can be written by a company in a year. The putting of a 
large volume of this inexpensive insurance through savings 
institutions all over the country might seriously interfere with 
the ability to take on a desired amount of more expensive 
insurance. 


In the beginning there was some concern as to the attitude 
of the insurance agents. We thought they might feel we 
were infringing and would be hostile. A year’s experience 
has proved such fears to be groundless, At first some agents 
expressed dissatisfaction, but they soon saw how thoroughly 
our literature promoted the discussion of life insurance in 
general and caused people to think and talk about life in- 
surance who never before had given the subject considera- 
tion. It would be hard to find an agent, of either the Equi- 
table or any other company in our territory, who would 
honestly say that the insured savings plan has affected his 
income. On the other hand, it is not uncommon to hear 
agents assert that people have opened up the discussion of 
life insurance with them by introducing the subject of the 
insured savings plan, which has resulted in the buying of 
policies direct from the agent. The general agents of com- 
panies competing with the Equitable in Pittsburgh are not 
antagonistic to the proposition, and in many instances have 
gone so far as to write expressing their commendation of 
the idea. The principal reason why we have had no opposi- 
tion from agents is that we spent a year preparing our plan . 
and carefully considered this angle as well as others. No 
bank can put this idea to work without long and careful 
preparation. 


So far, each $1,000 account has cost us about $7. This 
figure although it may seem high, must be considered with 
the facts that the account is a ten-year account; that it is 
constantly growing; that if it does not lapse it will have 
an average balance of about $500 over the whole period, and 
that we have a splendid chance of securing all of the other 
banking and trust business of the customer. 

Consider also that the initial promotion expense in- 
cludes heavy cost of getting up original books and forms, 
cabinets, traveling expenses, original advertising, drawings 
and plates, etc., the duplication of which will cost very much 
less. Also consider that the momentum created by our ini- 
tial expenditures will secure us with a very slight additional 
outlay, much new business. Taking all of the foregoing in 
conjunction with the tremendous general advertising value 
which the introduction of the plan gave our institution, I 
do not think that the cost of securing this new business is 
exorbitant. Were we to discontinue the plan now and charge 
its whole expense off to advertising, we would be well repaid 
for our time and money by reason of the great publicity and 
good-will resulting from bringing out the idea. The busi- 
ness men generally were quite as enthusiastic as we were 
over the plan, and we met the warm commendation for in- 
troducing a new and practical method of encouraging thrift, 
—a commendation which spread over to our other depart- 
ments. 


We were particularly careful to impress upon the public 
in all of our advertising that we were not selling insurance, 
but savings accounts. This is most important to remember. 
While we featured, strongly, the insurance end of it, we 
made it incident to the savings account. You will observe, 
if you read our little book, that the main sales argument is, 
—“it is alive to win plan.” Again and again we stress this 
point. We do this because we know the people are moved 
to action primarily by selfish motives, and if we could con- 
vince them that they were saving for themselves, to spend 
later on, our chances of success would be far greater than 
if we were to attempt primarily to inspire them to act in 
behalf of some dependent whom they wished to protect. 

You will note when you read our booklet, the simplicity 
of language used. It sounds like a primer. One of the 
hardest things we had to do was to present the proposition 
in one syllable words, so that it would be grasped by the 
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average mind. In passing, may I say that much of the ad- 
vertising matter issued by banks is written away above the 
heads of the average person. 

We used liberal newspaper space, street car cards and 
mailed the booklets to a selected list; and the response was 
instantaneous, I urftderstand that the Harris Trust and Sav- 
ings Bank is organizing, or has organized, a corps of per- 
sonal solicitors who intend to sell it by canvass, and I await 
with interest the result of their experience. This proposi- 
tion is like every other good proposition—you can get a 
thousand to agree mentally that it is a wonderful thing, 
where you can’ get ten to act upon their favorable conclu- 
sions. We have tried advertising exclusively, and now that 
the Harris is about to try personal solicitation, a comparison 
of notes in the near future will be extremely interesting in 
deciding which is the better and cheaper method of putting 
the proposition over. I think, probably a combination of 
the two methods will be ideal if expense can be kept within 
reason. 

In merchandising this idea, it should be kept in mind 
that it is a ten-year contract, that the average person does 
not like to commit himself irrevocably so far in advance, 
and in view of this we felt it good business to stress the 
withdrawal value of the account at any given month. This 
may seem to be poor salesmanship, but our experience has 
justified our attitude in this matter, because the average 
person—many whose earning power is not a staple factor— 
always likes to see the way out before he commits himself 
to any long-term venture. The fact that they join the plan 
is conclusive evidence of their desire te be thrifty, and this 
desire and willingness to at least start is the most important 
factor. 

The eagerness with which the people accepted the idea, 
and the enthusiasm with which they taiked about it after 
they were in, has convinced us that the plan is fundamentally 
a at least viewed from the bankers’ and the depositors’ 
angle. 

We have had several deaths, and have paid in each case 
the full objective of the depositor. We, of course, are not 
anxious for such termination of accounts, but in view of 
the advertising value of such payments, I was not surprised 
that our advertising manager came to me with a broad smile 
and a cheerful manner when he announced—‘We have our 
first death and it is going to make the best advertising copy 
we ever had ;—$1,000 back for $14.90 paid in.” And so it 
proved. 

When starting we said if we secured 2,000 accounts dur- 
ing the first year, we would be satisfied; as the introduction 
of a new idea involving as many details as this does, is an 
educational proposition, taking a long time to make it stick 
in the minds of the public. At that time we did not fully 
anticipate the tremendous industrial depression which was 
so shortly to follow with the enormous decrease in payroll 
incomes among the people to whom we were appealing. 

This plan has been in operation with us since October 9, 
1920. Up to the time I left Pittsburgh we had opened 2,940 
acounts contracting for deposits of $2,940,000, which of 
course means the writing of this much insurance. Also 172 
persons app-ied but were rejected for physical reasons. With 
payrolls in the Pittsburgh district less than 40 per cent. of 
recent maximums, our savings business has naturally fallen 
off very considerably at the present time. But I am con- 
vinced that the idea is well fixed in the public mind—has 
met with general approval, and will enjoy a big revival when 
our industries are again normal. 

Out of the 2,940 accounts obtained to date, 73 have lapsed 
and 172 closed. This is a small proportion, in view of the 
acute industrial depression in Pittsburgh. Those who have 
withdrawn have assured us that they have done ‘so through 
sheer force of necessity and will come back into it just as 
soon as their finances permit. 

We have had no cases of lapse as a result of any mis- 
understanding or dissatisfaction with the plan, which I think 
is a very significant fact. 

The question may be asked whether or not the insured 
‘savings p'an, instead of creating new business, causes merely 
the shifting of funds from one account to another. It is 
true that many of our depositors availed themselves of the 
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plan, but rarely by closing their regular savings account, and 
the very large majority of insured savings accounts thus far 
secured are new. 

It is my judgment that if,the insured savings plan, not 
necessarily our insured savings plan, but the general idea 
of combining savings accounts with life insurance, does not 
become a dominant factor in the American thrift program, it 
will not be for lack of acceptance on the part of the general 
public and practicability from the banker’s point of view. 
The restraining factor in its universal adoption will come 
from the underwriters. 

I am not sufficiently versed in insurance to pass judg- 
ment as to the reason for the hesitancy which seems to mark 
the attitude of the insurance companies toward the rapid ex- 
tension of this idea throughout the land. They seem to be 
willing to experiment with it, but whether the result of their 
experiment will justify them in going after this business in 
a big way, I do not know. But whether or not the idea pre- 
vai.s, I am convinced that the people will welcome it wher- 
ever introduced, and if our institution has done nothing more 
than to teach the doctrine of systematic thrift to the many 
people whom we have already secured, I shall be happy over 
the economic contribution we have made to our community. 


Practical School and Industrial Savings 
Banking 
CHAS. H. DEPPE 


Practical school and industrial savings banking must have 
personal thrift as a basis and every individual should, there- 
fore, be interested in the subject. An absorption of this 
thought along practical lines would form a bridge supporting 
one of the natural factors in our business and economical 
life not generally recognized or developed at this time. 

Through the ages, and certainly in our own national civi- 
lization, thrift is the keystone of practically all human en- 
deavors. But how many of us recognize the term when 
brought face to face with its daily workings? How few 
of us have ever satisfactorily explained to ourselves its rela- 
tion to personal life? How many could give a clear and un- 
derstandable explanation of what it means if suddenly asked 
by someone seeking the answer? 

During the World War, nations, especially our own, ap- 
pealed to their citizenship for a practical demonstration of 
this wonderful thought, and through the halo of patriotism 
our needs were financed and the battle for liberty was won. 
The lesson of thrift thus taught in a large way under the 
influence. of patriotic fervor is not a lasting or continuing 
one, for the simple reason that those reforms produced under 
great stress in times of emergency are never fundamental in 
operation, unless they are reestablished or revived during 
periods of ordinary living by reason of basic principles in- 
volved and becoming parts voluntarily of personal endeavors. 

Thrift, a personage for our purposes, has knocked at our 
door today, and asks for a brief interview to help promote 
our discussion as to practical aids for school children and 
wage-earners from a banking standpoint. In approaching the 
subject assigned I must first point out that thrift, for want 
of a better term, constitutes one of the primary factors with- 
out which there would be no savings for the bankers to con- 
sider. Thrift, to me, means the segregating or reserving of 
a certain portion of production, in whatever form applied, 
for purposes of reproduction or replacement as occasion re- 
quires. For example, the farmer retains a portion of his 
seed for use the following season, thus exemplifying the 
principle of thrift. A manufacturer, in providing for main- 
tenance charges and depreciation in inventory, etc. brings 
to his aid another element of thrift, but expressing the same 
thought. The business concern, when carrying to surplus 
account a portion of earnings after all other charges are made 
for expenses, etc., thus providing additional capital to take 
care of enlarged and increased operations, applies another 
form of the principle of thrift. If these reserves and segrega- 
tions were not made from time to time, how long would 
our business structure last? 

The same rule of thrift is being used in our educa- 
tional work. We reserve, in manual form, the applied theo- 
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ries and experiences for purposes of dissemination to those 
who follow, and the line of instruction is changed as new 
discoveries are made and new methods evolved. All this for 
the purpose of training the youthful mind for the problems 
of the future, and to make each individual a self-supporting 
factor as far as possible in our scheme of civilization. 

Savings banks have been established to encourage the 
small depositors and take care of and invest judiciously the 
sums thus accumulated. Other banking institutions have 
added savings departments to encourage thrift among the 
masses. A certain amount of publicity has been given by 
individual banks through their general advertisifg. Some 
have specialized on this feature to a greater or lesser extent. 
The Savings Bank Division of this Association has added 
its quota to the cause of publicity and general endeavor. — 

But, fellow bankers, it must be said that the efforts have 
been more individualized than centralized, and many bankers 
have never shown the slightest interest in the subject of sav- 
ings, because they have felt it belonged to a special class and 
was none of their concern. How many of us have ever consid- 
ered the subject of school savings and its relationship to the 
business of banking generally? When I first approached the 
subject, some years ago, I was inclined to pass it by as an un- 
profitable branch of the business. The school period of the 
average child is the non-productive period so far as the 
ability to earn income is concerned. It is the absorbing pe- 
riod along educational lines and the consuming period along 
financial lines. The only money available to the child is 
what is given it by the parents or, in special cases, sums earned 
by work during intervals spared from studies. 

So we must consider the problem as one of small units and 
not expect immediate profits from handling the accounts. The 
great and controlling thought should be to teach the funda- 
mental principle of thrift and saving. - Could we but create 
the idea of thrift and saving in every school child from the 
kindergarten up, and then firmly establish the habit in its 
varying aspects through all the grades, what a finished pro- 
duct of personal thrift we would have to pass on to the in- 
dustrial world and other walks of life in the years to come! 

Many of our perplexing problems of government involv- 
ing radicalism, bolshevism and other equally obnoxious and 
dangerous propaganda would disappear by this inculcation of 
real thrift in the youthful mind along with the other studies, 
to the end that the thought would be a sacred shrine and the 
bulwark of economical government and sound financial poli- 
cies in public and private life. 

The utility of school savings is refreshingly emphasized by 
a letter received by our bank recently from a mother, which 
I quote in full: 

“I take the privilege to ask you to continue your savings 
plan such as you inaugurated in the schools some time 
back or prior to the war. I think it was a fine thing as it 
had instilled in my children the value of savings, as all I used 
to hear was ‘I am going to save for my bank’. Of course, the 
thrift stamps are a fine thing—if they always had a quarter— 
but since it was discontinued they have not saved even a 
penny, and I fhought perhaps if some one asked you to you 
might consider and give it one more trial.” 

Can any banker doubt the wisdom of a school savings 
plan in the light of such testimony? How many more testimo- 
nials of this character would be forthcoming if the slightest 
effort were made to get the parerfts’ views in communities 
where some kind of school savings plan has been operat- 
ing? Objections have been noted in institutions where the 
clerks handling the details have not been completely “sold” 
with the officers on the proposition. The tendency is some- 
times apparent to look upon the school savings accounts as too 
small and inconsequential to bother about—something like a 
stray dog in the family kennel—but with a real awakening in 
the minds of the officers and employees alike in our banks as 
to the fundamental importance of this branch of banking, 
progress of a constructive type will be noted. 

The expense of installation and maintenance is all too 
frequently referred to. Until a considerable growth is devel- 
oped my belief is that school savings will not be profit-pro- 
ducers for banks generally. In a few instances, where the 
development has been under way for years and the aggregate 
deposits have become large, this branch of the business is 
profitable. I think, however, this feature of profit should not 
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be the ruling motive, for all large enterprises undergo a cer- 
tain amount of development work which necessarily is deemed 
an investment -bringing future returns. 

The foundation must be laid for inculcating personal 
thrift in the habits of the child from the earliest years if we 
are ever to solve the problem of having the grown-ups prac- 
tice the habit so essential to general prosperity. 

I shall not attempt to quote statistics or to analyze results 
as shown by the reports that have been prepared and are 
being sent out from the Savings Bank Division of our Associa- 
tion, preferring to have each interested banker review the 
same at his leisure. In this connection, I am not unmindful 
of the large and important work done by many institutions on 
their own initiative. In some instances the results have been 
remarkable. 

But I do want to place before you some definite recommen- 
dations as to how the school savings problem can be solved on 
a practical basis. I think the time has come when this Asso- 
ciation, through its Savings Bank Division, should declare for 
a standard system of school savings to be controlled by the As- 
sociation in such manner as may be deemed most feasible by 
the active officers of the division. My personal view is that 
the plan should provide for the incorporation of school sav- 
ings as a part of the school curriculum in all schools and all 
grades, the subject to be so treated as to meet the require- 
ments of the different ages of the pupils, gradually unfolding 
in an interesting way the elements of banking and the neces- 
sity of thrift. If this is a part of the study course the co- 
operation of the teachers and school officials naturally will 
follow. Then the banks should lend their aid by a lecture 
course to supplement the teachers’ work and also give as much 
publicity as is deemed advisable according to the community’s 
requirements. 

The system employed to gather in the savings should fol- 
low as closely as possible, established banking customs and 
make the operations in the schoolroom as near like the bank’s 
environment as conditions will permit. The plan should be 
simple and inexpensive, for expensive and elaborate systems 
might be successfully used in large communities and banks, 
but would be totally unfit for the smaller banks and communi- 
ties. In the selection of the plan, we should exercise some 
elements of thrift ourselves and by the prudence we display in 
the item of expense without impairing efficiency, teach the 
first lesson in personal thrift and thus advance the study as 
one of applied science rather than have it appear as a prob- 
lem of deduction. 

Having advanced the plan to the point of standardization 
for school savings, industrial savings naturally demand our at- 
tention. We have discussed the school, or non-productive 
period, and will now consider the industrial, or productive 
period. Through lack of any well-established system, the 
wage-earners or industrial workers have had practically no 
training in personal thrift. They have been prepared in their 
lines of work, through apprenticeship periods or other me- 
thods, but in setting them adrift to struggle and solve their 
own living problems, no thought has ever been given to their 
education in lines of thrift. What they know has generally 
been acquired through accident, individual initiative or bitter 
experience. Those men and women were once children and 
were allowed to drift into productive lines minus one great 
lesson—the necessity for personal thrift. 

Bearing in mind the successful work accomplished by many 
firms through their own individual plans, a standardized 
method, applicable to all, would be equally inviting and would 
supplement the school savings plan. The industrial workers, 
with more or less limited incomes, due to prevailing condi- 
tions, are driven to the point of considering savings as a 
matter of necessity. The practice of employers sponsoring 
savings plans has been generally of recent origin. 

Only some practical educational process available now will 
make up for the lack of previous training until such time when 
educational systems commonly used will train the children 
during the school period and send them-forth as men and 
women into the industrial life with habits of personal thrift, 
well developed and defined. 

The problem of standardization is one for the bankers. 
We are the custodians of the liquid wealth of the country 
and we owe it to ourselves as well as to the communities 
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which we serve to teach the wage-earners how to save. The 
employers controlling large and small numbers of workers 
should be impressed with the thought that it is their problem, 
too. Through joint efforts a standard plan ought to be de- 
vised to instruct the wage-earners that they owe a duty to 
themselves, their families and their communities to save regu- 
larly a portion of their earnings, and place it in the established 
channels of banking, to help finance business and com- 
munity requirements. In so doing they will become a part of 
the capitalistic class which at present they seem to shun, 
through lack of knowledge they ought to have. 

Any standard plan, besides having educational features, 
should be so devised as to make it easy of use. It must seek 
out the wage-earners in their factories and places of employ- 
ment at convenient hours. It must not smack of paternalism. 
The method should carry with it some personal contact be- 
tween the bank and the wage-earner. The employer must 
show a personal interest by assisting the operation, making 
explanations, collecting funds and, in short, have the wage- 
earner look to him as a real financial adviser. The bank must 
work more generally with employers and not permit any sys- 
tem to lag once introduced. 

The wage-earners, if taught to understand the real mean- 
ing of personal thrift, will become willing depositors in the 
banks. We must do something more than simply solicit ac- 
counts. We demonstrate as far as argument permits, 
that savings should be a matter of principle and not simply 
caprice; that regularity in feeding the account is a prime ne- 
cessity, and that such an account, once started and developed 
with becoming consistency, will afford a sense of proprietor- 
ship and real worth not possible through any other channel. 

In my judgment, such standard plan for industrial savings 
should be under the control of the Association, and I feel that 
our division at this time should declare itself in favor of some 
practical plan approved by the active officers, to accomplish 
a greater development in industrial savings banking. As to 
what the plan shall be, opinions will differ, but I think a 
declaration at this time, placing the Association on record 
through its Savings Bank Division, will clarify the situation 
and bring forth a plan that can be supported by both bankers 
and employers interested in this important subject. 

To accomplish anything will require your unstinted coop- 
eration and cordial support. It is your work and mine. Let’s 
do it successfully and win the commendation of those who 
shall be benefited now and those who come after us, remem- 
bering 

“These struggling tides of life, that seem 
In wayward, aimless course to tend, 
Are eddies of the mighty stream 
That rolls to its appointed end.” 


The Proposed Extension of Postal Savings 
Bank Powers and Activities 
A. E. ADAMS 


Our Postal Savings Banks have been operating more than 


ten years. They have had as high as 12,000 stations open 
for business and now have in round numbers 6,000. The 
deposits held by these 6,000 stations amount to, roughly, 
$150,000,000. This sum is less than 1 per cent. of the sav- 
ings deposits held by the privately controlled financial in- 
stitutions of the country. That is, it is a sum so small in 
proportion to the business as a whole that, for practical 
purposes, Postal Savings Banks do not exist. Because of this 
fact the recent recommendation of Postmaster General’ Hays 
with respect to these banks is, in effect, a proposal to create 
such banks anew; and the question raised by the recommen- 
dations is rather more a question as to having any such banks 
at all than a question as to the details of the recommendations 
themselves. 

To put it another way, if the postal banks -are to be re- 
habilitated, they are in effect to be created. And pretty 
much everything that can be said either for or against meas- 
ures aimed to rehabilitate them can be said with almost 
equal force about having them at all. 

Specifically, Mr. Hays’ recommendations are: To increase 
the interest rate; to liberalize both the method of computing 
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interest and the rules governing withdrawals; to pay post- 
masters fees for building up the business; and to carry on 
thrift propaganda. 

I shall not give much of the time at my disposal to the 
details of these recommendations. If it can be shown, as I 
myself confidently believe it can, that the evils inherent in 
postal banks outweigh the good they can be expected to do, 
then postal banks are objectionable; and if postal banks are 
objectionable, then all measures aimed to create or vitalize 
them are also objectionable. So I shall proceed directly with 
the main question. 

In dealing with this question the natural order is to take 
up first the principal argument for postal banks as advanced 
by postal bank advocates; and then, having if possible ans- 
wered these arguments, to set forth the principal objections. 

The principal arguments for postal banks are: 

First: That postal banks will draw a large volume of 
hoarded money out of hiding; 

Second: That they will provide banking facilities for 
communities not now properly served; 

Third: That they will stimulate saving generally; and 

Fourth: That they will please the foreigner accustomed 
to postal savings banks in his own country. 

First, as to hoarded money: There are no facts upon 
which to base a safe estimate of the amount of such money 
in this country. The difference between what we know to 
be in existence and what we know to be in the hands of the 
government and the banks is roughly three and one-fourth 
billions, or say, $30 for each man, woman and child in the 
country. What part of this amount is hoarded no one knows. 
Mr. Hays has said that “Eugene Meyer, Jr., who has given 
the matter much though, fixes it at two or three billion dol- 
lars.” This estimate is obviously wide of the mark. That 
from 60 to 90 per cent. of the money in the hands of the 
people of this country is hoarded is an estimate so self- 
evidently wild that it need not be discussed. 

In another communication Mr. Hays says: “But there is 
a tremendous hoarded wealth in the country, estimated by 
many well informed at a billion dollars.” Just how anyone 
can be “well informed” on a subject of this kind is not 
clear. Probably the people best qualified to guess about it 
are the officers of the small and moderate sized banks who 
know their communities in a personal way. I doubt if any 
such officers would guess the volume of hoarded money at 
anything like a billion dollars. 

President Knox of the Bowery Savings Bank in New 
York City has rather reluctantly guessed that it might be 
around half a billion. If I, myself, were to guess I would put 
it at a lower figure than even this. In the more than twenty- 
five years I have been in the business I have not known a 
dozen authentic cases of hoarding and in no one of these 
cases has the amount involved equaled $2,000. This may be 
an exceptional experience. I do not offer it as a basis for 
making estimates. Always it is to be remembered that peo- 
ple naturally color and exaggerate reports of matters con- 
cerning which no exact information is to be hgd. If an old 
man is found murdered in his lonely house it makes a much 
better story to report that he had several thousand dollars 
hidden behind a loose brick in the chimney which, the mur- 
derers failed to discover than to tell the exact truth, which 
may have been that he had a few hundred so hidden. And 
it is a simple matter for this story to gather up several thous- 
and more dollars every time it is re-told. People like the 
flavor of large figures. 

But of course there is some hoarding. For whatever there 
is there are two reasons: First, defective mentality; and 
second, timidity with respect to banks. Postal banks are no 
antidote for the first. The man who is crazy on the subject 
of money and gets his sole pleasure from handling it, will 
keep what he has and continue to handle it no matter how 
many banks the government starts. This man has existed 
ever since money was invented and probably will continue to 
exist as long as money is used. Probably he is not very 
numerous; but whatever he has he is certain to hoard until 
death do us part. 

The hoarding of those who hoard from fear of banks is 
another matter, and there should be little doubt as to the 
power of a government bank to bring out some hoardings of 
this kind. Presumably, the postal bank has already brought 
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out pretty much all it ever can but for the sake of the argu- 
ment we will admit that if re-vitalized it can bring out more. 
Then the question is—can it bring out enough more to make 
the operation worth while? This is a difficult question to 
answer. We know neither the size of the group which fears 
banks nor the amount of its hoarding. The only clew we have 
as to the size of this group is to be found in the record of 
those events which are the underlying causes of their fear; 
namely, the record of bank failures. It will not throw much 
light on the question of how extensively money is hoarded 
through fear to show in terms of bank failures just how 
great this cause of fear actually is, but it will throw some 
light.. Here are the figures: 

Since the strengthening influences of the Federal reserve 
banks have been felt national bank failures have been at the 
rate of, roughly, 17/1,000 of 1 per cent. of the total deposits 
of all such banks, each vear. 

In the year 1920 the deposits of the national banks which 
failed were a little greater than this; they equaled 20/1,000 
of 1 per cent. of the deposits of all such banks. Prior to 
the organization of Federal reserve banks failures were more 
numerous. But as we have not even yet experienced the 
full force of the strengthening influence of these banks it will 
not be far amiss to take the year 1920 as a basis from which to 
figure. It is true, of course, that 1920 came to the tag end of 
a period of unprecedented expansion and prosperity and there 
will be more failures in some other years. But we are trying 
to deal now with the average rather than with any specific 
year, and we are justified in assuming that whatever part of 
the good showing made in 1920 is due to the position of that 
year in the cycle of business movements will be offset by the 
increased strength of the general banking situation which is 
certain to result from the continuing support and influence of 
the Federal reserve banks. The showing made in 1919 was 


much better than that of 1920. 
Taking, then, this 20/1,000 or 1/50 of 1 per cent. as a basis 
for our calculation, we come upon some interesting figures. 


Since the inception of the national banks, 594 such banks have 
failed and 564 of these 594 have been liquidated. The deposit- 
ors of the 564 banks which have been liquidated have received, 
on an average, 8314 per cent. of their claims. That is to say, 
they have lost 16% per cent. of the moneys they had on deposit 
when these banks failed. These figures cover a period of 
nearly sixty years, a period during which the country passed 
through two exceedingly severe panics and several acute but 
short-lived panics, a period. during which there were no Fed- 
eral reserve banks and no provisions for automatic expansion 
and contraction of currency. If during such a period national 
banks which have failed could be liquidated with a loss of 
only 16% per cent. to depositors, it is reasonable to assume 
that in the future such banks can be liquidated at an equally 
low or perhaps even lower percentage of loss. If, then, na- 
tional banks are to fail at the rate of 2/100 of 1 per cent. a 
year, speaking in terms of deposits, and the depostors in the 
failed banks are to lose on an average of 16% per cent. of 
their deposits, there will be an annual loss to depositors in 
these banks equal to 33/10,000 of 1 per cent. of their deposits. 
For incorporated banks other than national banks we have no 
such complete figures, but such figures as I have been able to 
obtain indicate that while the losses in incorporated banks 
other than the national banks are greater than those in national 
banks, they are nothing like as much greater as is generally 
supposed. In my own state of Ohio they are but little greater. 
If we guess that they are say half again as great, and then 
combine the figures for the two classes of banks, we reach this 
interesting result: Bank depositors are losing annually 
through bank failures a sum equal to something less than 
5/1,000, or 1/200 of 1 per cent. of their deposits. These figures, 
it is true, do not square with popular impression. But popular 
impression is doubtless based more upon gossip than fact. 
Whenever a bank closes there is a good deal of stir and excited 
talk. Also there are scare headlines in the local papers and 
widespread publicity by newspapers generally. Besides this, 
there are many failures of brokers, foreign exchange agents, 
investment houses, mortgage companies and the like which 
are commonly reported as bank failures. And there is also the 
fact that the individual who is caught in a bank suspension will 
inevitably remember that fact all his life and talk about it a 
good deal, eyen though he may receive 100 cents on the dollar 
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for his deposit. It is not remarkable if the public has a false 
conception of the matter. Indeed, it is probable that these fig- 
ures will astonish some of the members of this audience. They 
surprised me so much that I had to go over the calculation 
several times before I could feel satisfied that it was correct. 
It is, of course, possible that if exact figures could be had for 
incorporated banks other than national banks and for private 
banks, which are omitted entirely from this calculation, the 
figure named would be much larger; but it is hardly possible 
that it could be enough larger to affect the general result. We 
can multiply this 1/200 of 1 per cent. several times and still 
make the point that deposit losses are almost negligible and 
that bank deposits in America are about the safest investment 
on earth. 

If the government operated all of the banks in the coun- 
try and guaranteed all of the deposits, this annual loss of 
1/200 of 1 per cent. would be done away with; but who is 
there who does not know that under governmental operation 
there would be waste, mismanagement and inefficiency enough 
to take several hundred times this amount out of the public 
pocket, and inconvenience, annoyance and bad service enough 
to take a corresponding slice out of the bank patron’s disposi- 
tion. From these figures but one conclusion can be drawn, 
namely, that if much distrust of banks is abroad in this coun- 
try it is due to misapprehension rather than to actual losses. 
And this conclusion leads, at least inferentially, to another, 
namely, that the extent to which people distrust banks is 
over-estimated. People do not naturally wish to distrust 
banks. They naturally wish to trust them. If the actual rea- 
sons for distrust are negligible, it is a fair assumption that 
the extent of the distrust is not particularly great. Inci- 
dentally, this conclusion checks with my personal experience. 
I have heard from time to time of many people who distrusted 
banks as such; but I have never knowingly come face to 
face with one. But, again, this may be an exceptional ex- 
perience. 

In any case, these facts with respect to the soundness 
of banks generally are evidence, though indirect, that the 
group of people who hoard from fear of banks is smaller 
than is generally supposed; and this is the point I am trying 
to make. 

Though something of a digression it may not be amiss 
here to remark that the proper thing for the government 
to do if it wishes to dispell this supposed distrust of banks 
is not to tacitly admit that there is ground for it by itself 
entering the banking business, but rather to show by its own 
attitude and by the laws it enacts that it itself knows that 
there is no ground for it. Or, if it is really very much con- 
cerned, it can go farther even than this. It can undertake 
a campaign of education in which it can set forth the facts 
which are here given and make known to the entire people 
the exact measure of risk or lack of risk involved in using 
the banks now organized and it can conduct such a campaign 
as this at very much less expense to the general public than 
would certainly be involved in any banking venture of its 
own. 

Here it is interesting to remember that the late Comp- 
troller of the Currency spent a good part of the several years 
he held office laboring to discredit the banking business and 
said and did a great many things calculated to add to the 
unwarranted distrust which we are now discussing. The 
United States has the best banking system in the world and 
the safest banks. It should be the pleasure, as well as the 
duty, of every government official whose work brings him in 
contact with these institutions to do everything in his power 
to make known the fact of their soundnéss and dissipate 
unwarranted suspicions concerning them. 


Next there comes the natural question already alluded to: 
Why, if there has been anything like as much hoarding as 
is claimed, have the postal banks not already drawn the 
hoarded moneys out of hiding. Surely in the ten years 
they have been operating, there has been time enough and 
opportunity enough. The man who hoards money risks his 
life as well as his money. Is it to be presumed that he 
would rather suffer this risk and get no interest than be 
free of it and get interest? Such a presumption is ridiculous. 
No one but a mental defective would take the risk of being 
robbed and killed when he could relieve himself of this risk 
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by depositing in a government bank, even if the government 
bank paid no interest at all. 

It is a perfectly safe prophecy that increasing the rate 
of interest paid hy postal savings banks from 2 per cent. to 
3 per cent. as Mr. Hays proposes, will not alone result in 
drawing so much as one lead nickel out of hiding. 

This whole phase of the subject of hoarding then may 
be summed up to this: It is almost certain that the amount 
of money hoarded is much less than is generally supposed, 
and it is absolutely certain that the guesses of the postal 
bank advocates with respect to it are very wide of the mark. 

But there is another phase. Postal bank advocates always 
assume that great benefits must necessarily follow drawing 
money out of hiding. But is this true? 

There is certainly no shortage of actual money in circula- 
tion and so long as the Federal reserve banks continue to be 
handled as well as they have in the past there will continue 
to be none. The actual fact is that even if Mr. Hays’ estimate 
of a billion dollars were sound and a substantial part of 
this billion dollars could be brought into circulation in the 
course of a few years, the benefit to the country as a whole 
would be negligible. The only people who would be benefited 
appreciably would be the hoarders themselves. 

So our final conclusion with regard to hoarding is this: 
there are no facts to warrant either the assumption that 
the postal banks will draw large sums from hiding or the 
assumption that the sums which they do draw will bring 
any great benefits to the country as a whole. 

The second argument for the postal banks is, as has been 
stated, that they will provide banking facilities for many 
people not now able to patronize existing banks. This was 
the argument which even more than the hoarding argument 

“swayed popular opinion before the postal banks were first 
inaugurated. Postal banks advocates of that time drew 
startling pictures of- great areas of our country unserved by 
savings institutions. I recall hearing a government official in 
high place, a gentleman whose sincerity could not be ques- 
tioned, state in the course of a public speech that Ohio, my 
own home state, had but three savings banks. And the tragic 
part of it was that he himself believed it and was able to 
prove it to the satisfaction of most of his audience. At the 
time this speech was made there were in Ohio more than 
a thousand banks whose savings deposit windows were open 
ever business day in the year, not to mention several hundred 
building and loan companies. 

The pictures being drawn by present day postal bank 
advocates are little if any less startling. In a recent issue 
of Current Opinion, Eugene Meyer, Jr., whom I have already 
quoted, makes use of the following language: 

“Tt is no reflection upon the private savings banks,. either 
the mutual companies or the stock companies, to say that 
their facilities are inadequate to the great needs of the 
hour. In this country there are thousands of places without 
banks of any kind, places which are capable of increasing 
greatly their savings with proper facilities.” 

To anyone at all familiar with the completeness with which 
this country is supplied with banking facilities, such statements 
as these are inexplicable. They have their rise, no doubt 
in the incomplete figures with respect to savings deposits 
which are to be found in the reports of the Comptroller of 
the Currency. Indeed, I know that in the case of the govern- 
ment official first mentioned the figures quoted were taken 
directly from these reports; and sadly enough, they were 
taken accurately. 

The fact with respect to these reports is that they were 
not in the first instance aimed to cover much of anything 
except the operations of the national banks. Other bank 
statistics have crept into them, but they have never either 
given complete figures with respect to savings or explained 
fully the figures they have given. 

In earlier years these reports recognized no savings insti- 
tutions of any kind except mutual and joint stock banks; 
and of banks of these kinds there are very few anywhere 
in the United States except in the eastern and New England 

states. As more than half of the savings deposits of the 

country are held by banks of types other than these it is 
not strange that many people have been misled as to the 
extent of the savings of the country by these Comptrollers’ 
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reports. And, unfortunately, these reports are the only offi- 
cial documents in general circulation which deal at any 
length with this matter. 

I myself am satisfied that, if the people who in the. first 
instance were responsible for the postal banks, had known 
the actual facts with respect to the savings facilities of the 
country, there never would have been any such banks; for, 
as I have said, it was this argument that there is a dearth 
of such facilities which more than any other brought these 
banks into existénce. Furthermore, it is this argument more 
than any other which, if any, will convince Congress, now 
that Mr. Hays’ recommendations should be translated into 
law. What, then, are the facts? There are 31,000 banks in 
the United States. I am here, as elsewhere in this discussion, 
of course, including trust companies whenever I use the 
word “banks” in a generic sense. Of these 31,000 banks, 
probably upwards of 30,000 accept savings deposits. Outside 
of a few large cities, banks of any kind which do not accept 
such deposits are rare. As some banks which handle both 
commercial and savings accounts do not classify their deposits, 
it is not possible to tell exactly what the total savings 
deposits of these banks are, but enough figures are available 
to make it safe to say that they amount to more than $15,- 
000,000,000. This figure, of course, includes savings deposited 
on certificates as well as those deposited on pass books. 

In this connection it is interesting to note that the Comp- 
troller’s Report for 1920 on page 242, Vol. I, shows that 
banks which the report itself lists as savings banks, namely, 
the mutual and stock savings banks, have deposits of roughly 
$6,500,000,000, and that there are, roughly, 1,700 of these banks 
in the United States. There is quite a wide difference be- 
tween 1,700 banks and 30,000, and there is quite a wide 
difference between $6,500,000,000 of deposits and more than 
$15,000,000,000. 

In addition to these approximately 30,000 banks which 
take savings deposits there are in the country nearly 8,000 
building and loan companies. These companies take nothing 
but savings and are now holding upwards of $2,500,000,000 
of such deposits. Thus we have, all told, say 38,000 financial 
institutions receiving savings deposits; and holding not less 
than $17,500,000,000 of such deposits and perhaps consider- 
ably more. ‘Reduced to per capita figures, this means that 
there is one savings institution in this country for about every 
3,000 people, and that there are savings deposits in this coun- 
try equaling roughly $175 for every man, woman and child 
in the population. There is no parallel for these figures any- 
where else in the world. The highest savings deposit per 
inhabitant reported by any other country is reported by New 
Zealand which has about $150 per inhabitant. Germany re- 
ports savings deposits of about $75 per inhabitant, and 
France about $23. 

It is rather difficult to understand how, in the face of 
these figures, anyone can claim that we are short of savings 
facilities. 

But it may be argued that while we have enough of such 
facilities in the aggregate, the banks are so badly distributed, 
that, in the language of Mr. Meyer, “There are thousands 
of places without banks of any kind.” From a theoretical! 
point of view an argument of this kind would seem to be 
illogical, for banks automatically distribute themselves largely 
according to need. There is never a time when a com- 
munity of any size, needing a bank cannot get one. But 
this is theory. What are the facts? The most significant 
figures we can obtain will be those which relate to sparsely 
settled districts, for everyone knows that the large cities 
have at least as many banks as they need and that there is 
no center of population of any considerable size anywhere -in 
the country without a bank. Here are some figures which 
bear upon this phase of the matter: The 15 most sparsely 
settled states in this country have a population of, roughly, 
14,500,000 and they have, roughly, 7,500 banks with total 
deposits of nearly $3,500,000,000. Also they contain eleven 
cities whose population exceeds one hundred thousand each. 
Taking out the population, banks and bank deposits of these 
eleven cities, we come upon the following interesting facts: 
These fifteen most sparsely settled states have a population 
outside of their large cities of, roughly, 12,500,000 people; 
bank deposits of more than $2,500,000,000, or $200 per capita; 
and in number, roughly, 7,200 banks or one bank for every 
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1,700 people. These figures do not include building and 
loan companies. Inclusive of building and loan companies 
there is in the United States one bank for every 3,500 people. 
Thus we find that these most sparsely settled areas have 
twice as many banks in proportion to their population, as 
has the country as a whole. 

Again the postal savings deposits in these areas are equal 
to about sixty cents for each inhabitant or say 3/10 of 1 per 
cent. of the other bank deposits held in these areas. In the 
country as a whole postal deposits equal about 4/10 of 1 
per cent. of all others. And this also if it indicates anything, 
indicates that in proportion to their needs these areas are 
particularly well supplied with banks. 

I do not know what more can: be said about the matter 
of distribution. I do not see how, in the face of these 
facts, it is any more possible to maintain the claim that 
the distribution of banking facilities is bad than it is to 
maintain the claim that the aggregate of such facilities is 
insufficient. 

With respect to the third point being made by the postal 
bank advocates, namely, that such a bank will stimulate sav- 
ing, we are likely to conclude that in whatever extent it does 
do this it will do it at the expense of the stimulation to 
saving now being furnished by the other savings institutions 
of the country, for if, as I think I have shown in the case, 
postal savings business can be built up in a large way only 
at the expense of the business of other savings institutions, 
then the end of the matter will be that the constant stream 
of virile advertising now flowing from the other banks will 
diminish. There are today many of the ablest advertising 
men in the country in the employ of banks, and there is a 
steady flow of advertising of which a large part is thrift 
advertising pure and simple, which covers every part of 
the country every day in the year. There is no subject 
before the American people that is more persistently ham- 
mered at than the subject of thrift; and there is no article 


of trade handled in the whole world to the advertising of 
which so much skill and printers’ 


ink are devoted. The 
re-creation of the postal bank might, and probably would, 
for the moment increase the force of this thrift propaganda, 
but it cannot be expected to do so permanently, for the 
banks which now carry on this propaganda would diminish 
their efforts in proportion as they realized that the govern- 
ment was taking over their job. 

While it is not exactly germane, I wish to here express 
the opinion that the government of the United States will 
never be able to carry on and continue a thrift campaign 
equal in effectiveness to that which is now being carried 
on by the privately controlled banks. The keen competition 
between these banks—and if there is anyone who thinks it 
is not keen he can set himself right in about five minutes 
by running one—is a constant spur. And, generally speaking, 
the men who run them put the best there is in them into 
the business. The government of the United States can never 
hire the kind of spirit that is now behind the thrift propa- 
ganda conducted by the banks that are privately controlled. 
The government of the United States can never alone do 
as much to stimulate saving as is now being done. 

The fourth point in the pro-postal bank argument calls 
for but little comment. There is no ground upon which to 
base the assumption that because the foreigner is accus- 
tomed to postal banks in his own country we are under 
obligation to supply him with postal savings facilities when 
he comes here. -And neither is there ground for the assump- 
tion that there is any particular advantage likely to accrue 
either to him or ourselves fromeso doing. The foreigner 
comes to America of his own free will and for his own 
advantage; and more often than not he stays but a few 
years. While it is, of course, our duty to treat him well, 
it would seem rather more reasonable for us to expect him 
to adapt himself to our institutions than for. him to expect 
us to adapt our institutions to him. 

Furthermore, it is the experience of a good many people 
who have had dealings with foreigners that the foreigner is 
perfectly wil:ing to patronize American institutions other than 
these controlled by the government if he is given reasonable 
encouragement. 

In the city in which I live, a city of whose inhabitants 60 
per cent. are foreign born, less than 1 per cent. of the total 
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savings deposits of the foreign born is held by the local postal 
Savings station. The bank which I represent has conducted an 
exclusive foreign department for nearly twenty years. This 
department occupies a separate room, built and equipped for 
the purpose. ‘The telers are all foreign born and speak be- 
tween fifteen and twenty different languages. The business 
handled is exclusively that of patrons who speak no English 
or very little. Normally the business of this department is 
from twenty to thirty times as great as that of the local postal 
savings station, and loath as I am to admit it, the other banks 
in the city do some business also. True, we all pay 4 per 
cent. against the postal bank’s 2, but if there were much of 
any foundation for the theories about this matter which are 
advanced by postal bank advocates, this difference in rate 
could ‘not alone account for any such tremendous difference in 
volume of business handled. In view of this experience I my- 
self cannot take much stock in the theory that the foreigner 
either needs or particularly wants postal savings banks, much 
less in the theory that he is afraid of our privately controlled 
institutions. Ineed, judging from this experience alone, I 
would say that he would rather do business with a good pri- 
vate:y owned American institution which speaks his own lan- 
gauge and treats him with consideration, than to do business 
with the government, even if there were no great advantage 
in doing so. 

In addition to these four principal arguments for postal 
banks, there is a long list of lesser ones, but the answers to 
these four are in a sense the answers to all. If much less 
money is hoarded than is claimed, if much less of what is 
hoarded can be drawn from hiding by postal banks than is 
claimed, if there is no lack of saving facilities in the country,- 
if our privately controlled savings institutions are safe, if no 
ultimate increase in the effectiveness of thrift propaganda is to 


. be expected from postal savings banks, and if there is no obli- 


gations to make special provision for the foreigners, then 
there is little to be said in favor of postal banks, and the lesser 
arguments do not matter. 

Now before passing to the objections to postal banks, a 
word as to the attitude of the public. The propaganda which 
eventuated in the establishment of the postal banks in 1910 
was started in official circles in Washington and was carried 
on largely by the newspapers and by men in public life. The 
general public has little, if anything, to do with it. Not one 
person in a hundred either knew anything about such banks or 
cared whether we had them or not. Broad'y speaking, the 
_same thing i is true today. There is no popular demand for the 
“re-creation of these banks. People generally know they do not 
need such banks and are taking no interest in the discussion of 
them. Seeing in them neither good nor harm of any great 
consequence, they are willing to have them or not have them, 
as the case may be. The favorable public sentiment which 
was manufactured twelve years ago did not last over night. 
Neither will that which is being manufactured today. There 
is no basis for such sentiment either in the experience, the 
needs or the wants of the people and whatever there is of it 
will cease to exist immediately the propagandists cease to talk. 

Now, as to the objections: It is freely stated by postal 
bank advocates that most of the objections come from bankers 
and that they are based upon fear that the postal banks will 
interfere with their business. There is no doubt that if put 
on a competitive basis the postal banks would very seriously 
interfere with the business of other banks. Moreover, the 
practical banker knows that the postal bank will never amount 
to anything unless it is put on a competitive basis. There are 
plenty of bankers, of course, who, having accepted the ex- 
aggerated figures of postal bank advocates with respect to 
hoarding and lack of banking facilities, think that in some far- 
off place postal banks can develop business without drawing on 
existing banks. But each of these bankers, as well as all 
others, knows that in his own particular district they cannot. 

Mr. Hays says: “Postal savings banks shall not compete 
with other savings banks,” and it evident'y is his opinion that 
postal banks can be given drawing power enough to develop a 
large business without being given drawing power enough to 
compete with other banks. I myself am of the opinion that in 
this Mr. Hays is mistaken. The postal savings banks will 
either be attractive enough to draw business from other banks 
or they will be so unattractive that they will not draw business 
from any source. There is no middle ground. Either they 
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will compete or else they will, for practical purposes, not exist. 
It is true, of course, that up to a certain point every bank 
added to a community increases the sum total of bank deposits 
in that community. But it is not and cannot be true that a 
new bank coming in can build up any very large business with- 
out drawing from others. The extent to which bank deposits 
can be created out of thin air is limited. Neither is it true 
that any bank—least of all a government bank—can be so 
nicely regulated as to attractiveness that it will get just exactly 
the amount of deposits it itself creates, and no more. In other 
countries which have operated postal savings banks, the rule is 
that these banks either dominate the situation completely or 
else amount to very little. In New Zealand the postal savings 
banks hold approximately 90 per cent. of the total savings de- 
posits of the country, and in Sweden less than 5 per cent. Of 
course, there are exceptions to this rule, but nevertheless it is 
the rule. The postal banks either compete with and draw 
business from other banks or else they are a negligible quan- 
tity. Government officials may camouflage this fact, as they 
will, but it is and always will continue to be a fact. 

In spite of this, however, the popular idea that bankers op- 
pose the postal banks because they fear competition has little 
foundation. 

The banker is a citizen and his business is both necessary 
and useful. He has invested billions of dollars in this busi- 
ness and has devoted the most of his time and the best of his 
talents to its upbuilding. He is wholly justified in opposing 
any proposed government program that is calculated to injure 
it, if he knows that adoption of that program will not benefit 
the general public. But the interesting part of the matter is 
that such opposition as he now is offering to the postal banks, 
and it is a divided and half-hearted opposition, is not based 
upon any such ground. It is based almost wholly upon the 
ground that the postal bank denotes dangerous public policy 
and symbolizes a principle which, if generally applied, would 
work irreparable injury to the whole country. 

It is this objection that I wish particularly to stress, for to 
my own mind it is more serious than any other, or for that 
matter all others. But to preserve the natural order of the dis- 
cussion, I must first mention certain other objections which 
are more commonly offered. These are: 

First, the government cannot run any kind of business 
either efficiently or economically. The government organiza- 
tion is a political organization. It never by any magic can 
be transformed into an efficient business organization. The 
experience of the last few years is tragic with proof that 
this is so. In almost every fiscal line in which the govern- 
ment hand has carried on, waste and confusion have taken 
toll. 

Second, the postal banks will divert credits from their 
natural channels. They will take from some communities 
potential capital which they need and give to others potential 
capital which they do not need; they will be rigid; they 
will pay too high a rate of interest in some districts and too 
low a rate in others; they, in time, will necessitate invest- 
ment by the government of many millions of dollars for 
additional equipment and also employment by the government 
of many thousands of additional employees; they will cost 
the people of the country either in taxes laid or in interest 
not paid, an enormous sum of money over and above what 
the privately controlled savings institutions are now costing; 
they will disturb the security markets and increase the bur- 
dens of commercial banks; they will serve the public unsym- 
pathetically, ungraciously and unhelpfully. 

And third, there is no better reason for governmental 
intrusion into the banking business than for governmental in- 
trusion into the steel business, the cotton business, the leather 
business, or any other of this type, and there is nothing like 
as good a reason for governmental operation of banks as 
there is for governmental operation of railroads and ships— 
two things it already has tried with disastrous results. 

The soundness of these objections few unprejudiced people 
will question. Alone they are reason enough for opposing 
Mr. Hays’ program. But as I myself see the matter, the 
other is much more important. 

The postal system is a tangible manifestation of the ten- 
dency of mind which, leading first to paternalism and then 
through this to socialism, draws on to chaos. For more 
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than a quarter of a century this tendency of mind has been 
gradually gaining strength all over the world. In this coun- 
try, feeding in part upon the ideas of discontented people 
imported from abroad, in part upon the flaming heresies of 
the soap box orator, and no little upon the impractical 
idealism of college and university teachers, it has become 
a vital force. It has become so common that we take it 
as a matter of course and treat it with unconcern. We 
even discuss the proposals which spring from it as we now 
are discussing this postal matter, as if there were nothing 
involved but a question of immediate expediency. During 
Mr. Wilson’s administration this tendency of mind was so 
potent a force in Washington that no man who did not 
possess it could get on cOmfortably in governmental circles. 
And today one of the first important acts of the Postmaster * 
General, an official appointed by the author of the now well- 
worn slogan “more business in politics and less politics in 
business,” is to inform the country that it still is alive in 
that city. Already we have the Adamson Act, the Clayton 
exemptions, the Railroad Labor Board, the Farm Land Bank, 
and numerous other regulations and institutions which are 
repudiations of the principles upon which our democracy is 
based; and also we have a clearly defined class-consciousness 
which is the best soil in the world in which to propogate 
hatred and revolution. These are manifestations of this ten- 
dency of mind. There are numberless others. In one dis- 
guise or another they are showing with increasing frequency 
in almost every department of life. And so often they are 
cloaked in the gracious raiment of good intentions that we 
do not recognize them. There is published in the August 
10, 1921, issue of the Congressional Record an argument for 
the Industrial Savings Act, now pending before Congress, 
which is perhaps as good an illustration of the thought I 
am trying to express as could be found. This argument, 
which is a plausible and, to many people, perhaps convincing 
statement of the benefits calculated to follow governmental 
operation of savings banks, shows on its surface none of 
the common coloring of socialistic tendeney, yet is shot clear 
through with that obsession. It sets forth with much elab- 
oration all the doings through which the government can 
help itself and benefit certain classes of people by running 
banks, and it proves to the satisfaction of the author at 
least that great good will follow. Most of the reasoning 
is sound and most of the statements are true. The sincerity 
of the author is written into every sentence, and so also 
is his obviously unshakeable belief that great good will fol- 
low. -But the flow of his thought is the flow of undiluted 
socialism. It is one of the great dangers inherent in this 
tendency of mind that great numbers of honest, earnest and 
otherwise intelligent people can develop it without being 
aware that they are doing so. 

But we do not need to hunt for manifestations. They 
are everywhere. They are in the church, the schools and the 
public prints. Though often unrecognized, they abound on 
every hand. The point is that this tendency is as vital as 
it is insidious; that it is spreading in so-called higher circles; 
and that because it is aid and comfort to the radical, the 
real, if unrecognized backbone of all the destructive “isms” of 
the day, it is freighted with more potential trouble than all 
the other forces of evil that move in the life of time. It 
is a rank growth, this tendency of mind. It is a tree which, 
though rooting in high purposes, leafing in beneficent prom- 
ises and flowering in pleasing prospects, fruits only in the 
causes of disorder. 

England has eaten ligytly of the poisonous fruit of this 
tree. Russia has gorged herself with it. Let us glance a 
little more closely at the evils that inhere in this tendency. 


Just as the least governed people is the best governed 
people, so speaking with respect to government control, is 
the least regulated business, the best regulated business. The 
laws which spring from this tendency of mind inhibit and 
restrain, they clog and obstruct, they increase the cost of 
everything they touch and they lower the productivity of 
everyone they regulate. They make for antagonism, for fric- 
tion and for lost motion. They are sand in the bearings of 
the economic machine, and by slowing down the operation 
of that machine they retard progress and increase the man 
cost of living. They are pernicious evils. 
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The institutions which spring from this tendency of mind 
interfere even more with the natural flow of fiscal activities, 
for besides increasing the actual cost of living, and adding 
in kind to many of the other detrimental results which come 
from regulatory laws, they diminish opportunity for indi- 
vidual enterprise and build barriers to the free play of natural 
competitive forces. They work injustice both upon those 
who operate them under government order, those who 
patronize them under compulsion, and the general public. 

They are, if anything, more pernicious than the regulatory 
laws. These are the more obvious and more immediate evils. 
There are others of a much more serious character. There are 
reactions upon the mind and character of the people—reactions 
so far reaching as to constitute an actual menace to the integ- 
rity of both the mind and character of the whole nation. It is 
these reactions that are the more grave evil. It is upon mind 
and character rather than upon fiscal progress that the safety 
of civilization depends. That which strikes at our pocket books 
may be unpleasant, but it is not likely to be fatal, but that 
which strikes at our integrity of mind is a real danger. And 
these laws and institutions, these innocent-eyed offsprings of 
this perverted tendency of mind, strike at our integrity of 
mind. Of all the so-called helps that make men helpless, these 
by the government easily are the most pernicious. They sap 
our self-reliance and our resourcefulness, they impair our 
sense of values and our sense of fairness, they shake our faith 
in the righteousness of natural law and the infinite justice of 
Him who made it. As yet we have only nibbled at the poison 
fruit of this tree, but already we are losing something of our 
self-reliance. Already we are seeking to shirk responsibility 
for our own individual well being and trying to blame our 
individual troubles upon some one else. Already we are run- 
ning to Washington with many of our fiscal ills and lighting 
the fires of hatred and distrust. If we canont find a house to 
rent just where we want it and when we want it, there is 
forthwith a housing problem which it is the business of the 
government immediately to solve. If we cannot sell all the 
steel we make or all the grain we grow at home, then there is 
an export problem and the government must promptly find 
ways to finance people in other countries who are not entitled 
to credit so they will buy our surplus. If our wages are lower 
than we think they should be, then there is a labor and capital 
problem and the government must find a way to make what 
our employer is willing to pay square with what we are willing 
to take, or say, make six subtracted from eight leave nothing. 
If we cannot borrow money enough to enable us to carry our 
surplus stock or crop until prices are more to our liking, then 
there is a financing problem and the government must help us 
solve that. And so on through a long list. In the coal fields 
of West Virginia civil war has been going on for two years. 
If these are the results of merely nibbling at this poison fruit, 
what is to come if we begin to partake freely of it? Let us 
not forget that craving for this fruit is one which grows with 
use. The more we eat the greater the seeming need to eat still 
more. 

Once we are committed to class privilege, to governmental 
aid and governmental operation, there is no natural place to 
stop, there is no possible place to stop. What has been done 
to aid one group reacts to the detriment of some other. Then 
the other must be aided to even up, and this in turn works to 
the disadvantage of still another., Thus we must go on and on, 
and as we go on and on fiscal confusion increases and powers 
of resistance diminish. With every addition to the laws and 
institutions which spring from, this tendency of mind there 
comes a corresponding decrease in the self-reliance of the peo- 
ple affected. As the one multiplies so does the other diminish ; 
class hatreds are augmented, unwarranted discontent is spread, 
respect for the rights of others is dissipated, sense of obliga- 
tion is impaired; of the rugged independence and the sturdy re- 
sourcefulness which made this nation what it is, nothing is left 
but shreds. We are on the way to become a nation of molly- 
coddles and the easy prey of demagogues and fanatics. Towards 
this it is that this tendency of mind fattening on the reactions 
of its own manifestations impels; and to this it is that if un- 
checked it certainly will lead. Our land is one of unmeasured 
resources; our day is one of unequaled productivity. If we 
work one day in four we will have enough to eat and enough 
to wear. From many of the fears and dangers that have com- 
pelled other races of the past to keep sane and sound in order 
to live at all, we are entirely free. From famine, pestilence 
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and foreign invasion we are practically immune. Weare driven 
neither by the spur of necessity nor the lash of fear. There is 
nothing that can drag us down except our own weakness. In 
the early beginnings of human life it was largely the external 
forces that shaped the destinies of men. Today with us it is 
largely the internal forces. It is what we are and think that 
will tell the story of our rise or fall. Above any other people 
who ever have lived we have been blessed with opportunity, 
but just as privilege and obligation are one and inseparable, so 
are opportunity of rising and danger of falling one and in- 
separable. What we think, that surely we shall be. Out of 
our own tendencies of mind almost alone will come our destiny. 
Our future is our own to make or break at will. Unchecked, 
this evil tendency of mind inevitably will work incalculable in- 
jury. It is laden with more potential trouble than all the 
other forces of evil that move in the life of the time. It is a 
serious menace to our national well being. To most people, 
I know, the seriousness I am attaching to this tendency would 
seem unwarranted. I make no apology. 

The complacency with which we sat idly by while Germany 
in plain view set the stage for the greatest tragedy in world- 
history is still freshin memory. 1 look upon this tendency of 
mind as the most ominous development of modern times. The 
only reason why I have not used stronger language in dealing 
with it is that I do not know any. 

The postal bank is a manifestation of this tendency of mind. 
The postal bank symbolizes a principle which, if generally ap- 
plied, would destroy our civilization. 

I am opposed to the postal savings bank. 


Address on Postal Savings 
ALVAN MARKLE 


Our President, Mr. Harding, and the trustees of postal 
savings, namely, Postmaster General Hays, chairman, Secre- 
tary of the Treasury, Mr. Mellon, and Attorney General 
Daugherty, requested me to lay before you as bankers the pro- 
posed bill to amend the laws relating to the postal savings 
system. Hence it is my purpose to lay all the cards on the 
table and briefly give to you their viewpoint. 

First, let me impress upon you the fact that the Administra- 
tion is pledged to the encouragement and development of 
postal savings. Such a campaign is considered of first impor- 
tance because of the vital necessity of educating this country 
to the vigorous advocacy of thrift and saving. To be success- 
ful, such a campaign must reach every mah, woman and child 
in this country. This is beyond the known reach of any asso- 
ciation er group of individuals in this country, and therefore 
it must fall to the lot of the Federal government to initiate and 
to follow up. The vehicle fortunately is at hand, namely, 
postal savings, and in the interest of all concerned, including 
the national and state banks of this country and the savings 
banks as well, this campaign will be launched without delay. 

Notwithstanding the magnificent conception of public ser- 
vice that resulted in the establishment of postal savings, this 
system has received but slight attention since its start in 1911. 
Yet during that time progress has been made and postal sav- 
ings has reached a total of over 500,000 depositors and over 
$175,000,000 in deposits, making postal savings first among the 
savings institutions of this country in number of depositors 
and among the first in the amount of deposits. Yet the sur- 
face has not been scratched. Take the one field of thrift 
among children. This has had but passing attention, and if the 
war period were eliminated it would probably have had no at- 
tention, yet the real basis of educating the country to thrift and 
saving must be laid first and most strongly upon our future 
generation. People whose habits of life are formed are most 
difficult to influence and such influence is ephemeral, for we of 
today soon pass off the stage, but if the children of the nation 
are year after year taught the fundamentals and truths of real 
economy and thrift, then in a short time you will have a nation 
of people firmly resting upon the impregnable bedrock of 
financial prosperity. 

There is yet another reason why immediate and vigorous 
development of postal savings is important and even vital to 
our present day business situation. I refer to that vast amount 
of actual cash that is today hoarded or withdrawn from the 
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channels of active trade. We do our business on the known 
issue of $5,380,000,000 in cash; to withdraw any important 
amount of cash from this comparatively small total is a crime 
committed by the individual not alone against his own welfare 
but against national prosperity. I want to here refer to a state- 
ment quoted in’a-late issue of the JouRNAL OF THE AMERICAN 
BANKERS ASSOCIATION : 

“The economic waste resulting from hidden currency at the 
present time falls exclusively upon the hider in the form of 
loss of interest. The country at the present time is better off 
with these savings hidden that it may not sustain further 
inflation.” 

As a banker, gentlemen, I deny the truth of that statement, 
else why have we in one way or another spent our lives in 
trying to bring the cash of this country into the banks? The 
economic waste of hoarded money falls not alone upon the 
hoarder, but falls upon the community with even greater force. 
Who will not agree that to bring cash into active circulation 
through the medium of the banks is equivalent to increasing 
the potential value to a community tenfold. The Postmaster 
General has courageously placed the estimate of hoarded 
money in this country at the round figure of one billion dol- 
lars. If this is true, or even largely true, we are overlooking 
one of the quickest and surest means for the revival of busi- 
ness activities, if we fail to go after that money and bring it 
in to the last cent. No one knows actually the amount that is 
hoarded, but we will only be deluding ourselves if we fail to 
place the figure at a very important sum and if we fail further- 
more to freely admit that the banks of this country have not 
dug deep into this cash reserve. You probably know of the 
investigation made recently by the banks of North Carolina in 
connection with the sale at Wilson, Winston-Salem and Dur- 
ham, and the other tobacco centers, to find out just what per- 
centage of the cash that was paid to these tobacco growers 
found its way back to the banks in the form of deposits. The 
banks were not able to trace more than 10 per cent. of the 
amount of money taken in that was later deposited in the 
banks. That, gentlemen, leaves 90 per cent. unaccounted for, 
We know, of course, that all of this money is not hoarded, 
but that much of it finds its way actively into business chan- 
nels, but after making all possible allowances, it still remains 
the conviction of these North Carolina bankers that an im- 
portant amount of this cash received by the:tobacco growers 
is hoarded by them. This situation in regard to money exists 
in every state in this country. To get at the root of this evil 
and to reach the men and women who are responsible for this 
hoarding’ of money, I am firmly of the belief that only the 
government has the force and the communication ability to 
tackle the job. | 

So, gentlemen, postal savings is a broader field and has 
broader conviction behind it and a broader view ahéad of it 
and is not government interference in private banking. It has 
a certain duty to the people of this country and to the banks 
as well. It aims to take up the exceeding fine gold that is 
overlooked in the first wild scramble for nuggets. In the ag- 
gregate this amounts to a sum that becomes important to the 
country and therefore indispensable to us as bankers. I would 
fail in my mission here to represent the Postmaster General 
and the Post Office Department if I were not able to leave 
with you in some small way at least their conception of, and 
their enthusiasm for, postal savings as a direct aid to you 
gentlemen in your business as bankers. We may differ in de- 
tails, we may not agree at all points, but let us not as bankers 
look at postal savings in any but a broad spirit of service to 
this country and as an important and always friendly adjunct 
to the banking interests that we represent. 

Now as to the details of postal savings. Let me briefly 
outline its history. The act creating postal savings was -passed 
in 1910, the first deposit was received in January, 1911. The 
original act provided for the redepositing in local banks of all 
money taken in with the exception of a 5 per cent. cash re- 
serve to be maintained in the Treasury Department and ~the 
authority given to the President of the United States to bring 
to Washington upon a declaration that a national emergency 
existed, a sum to any amount that might be on deposit. This 
latter provision was put into the law principally through the 
efforts of Elihu Root to safeguard the -constitutionality of the 
postal savings act. The rate of interest was placed at an ad- 
mittedly low figure—2 per cent.—and the individual deposits 
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were limited to not more than $500, This was a start and only 
a start. Yet in those days the rates of interest paid by savings 
banks were over 3 per cent., I believe over 3% per cent. With 
this start and with no publicity or advertising, postal savings 
has attracted the favorable attention of over 500,000 depositors 
at an average of about $325 per depositor. 

Let me pause here, to ask if postal savings to date has hurt 
any bank in this country. Is it not true that the savings banks 
of this country have had their deposits enormously increased ? 
Yet there was more fear of postal savings before it started 
than there is expressed today over any proposed development 
of postal savings. And what are the proposed changes? First, 
an increase in rate of interest from 2 to 3 per cent., not to 4 or 
5 per cent., as many have advocated, but to a conservative 
figure well under the average paid by savings banks and coun- 
try banks as well. What are the other proposed changes? 
Payment of interest more often than annually, as heretofore, 
certainly, but just to the depositors, 70 per cent. of whom 
leave their money on deposit less than one year; an increase 
in the maximum deposit allowed each individual from $2,500 
to $3,000 eliminating the minimum age limit of ten years, which 
has prohibited devetopment of postal savings among the very 
children of this country that must be reached. Provide for 
joint and trust accounts, which all banks and savings banks 
encourage. One further provision does not greatly interest 
us, namely, repealing that part of the law which created postal 
savings bonds. The necessity for these bonds passed with the 
first issue of Liberty bonds. Approximately a total of only 
$12,000,000 has been sold since 1911 and $7,000,000 redeemed in 
this period, leaving only $5,000,000 now outstanding. These, 
gentlemen, are the changes which the Postmaster General de- 
sires to give to this country to teach thrift and saving on the 
one hand and on the other hand to reach the hoarded money 
to the last cent and in the furthest corner of the United States. 

Now as to the future. I believe, in fact, I know, that all 
postal savings deposits will be redeposited locally and with the 
single exception of a possible national emergency, the money 
will be left in the banks of the communities that provide it. 
This is the unequivocal recommendation of the Postmaster 
General, and, as we know, it is the one plan that meets the 
support of the Congress. As to interest rates, some of us have 
said that money cannot be brought out of hoarding by the 
mere increase in rate, but that safety and security are what 
the hoarder desires. Take the savings banks of the City of 
New York, no depositor has lost a nickel in those banks; they 
are practically as solvent as the government itself, yet they 
now pay an average of over 4 per cent. and they have found it 
necessary in the last ten years to increase their rate to a mini- 
mum of that figure, a 3 per cent. rate would not suffice for 
them. 

And what do we want the government to be, fair to the 
potential depositor in postal savings or obviously unfair? 
We would be but. breeders of radicalism if we expected or 
encouraged the government to go to the people who make 
up this country on any financial proposition that Was not 
fundamentally fair. It is to our interest to have the govern- 
ment pay a fair rate. That rate, of course, on deposits 
cannot be as high as the rate paid by the government on its 
bonds or its notes, but we face that position as bankers every 
day. Any bank or savings bank will invest the money of any 
of its depositors in gilt edge bond issues paying more than 
a checking account can possibly pay. The government through 
the development of postal savings will not build up at first 
an army of bond buyers, they will build up an army of 
depositors who will put their money in postal savings or 
banks or savings banks as they accumulate it and who will 
draw it out as they need it. Out of this army, of course, 
will constantly come a number of people who will have 
graduated into the class of investors and the creating of this 
class will be a monument to the value of thrift and saving. 

In closing, let me say that I will be glad to answer to the 
best of my ability your questions or your criticisms. I have 
touched but briefly upon the details of postal savings, for 
the system is in successful operation and the changes .pro- 
posed are really slight, and from my standpoint as a banker, 
most desirable. I was very much interested to learn just 
before leaving the east that a savings bank president whom 
I have always admired for his courageous and successful 
development of a great institution, Mr. Pulleyn, president of 
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the Emigrant and Industrial Savings Bank of New York 
City, is in hearty accord with the proposed development of 
postal savings, and in more eloquent terms but in not more 
sincere words has voiced the views I have expressed to you. 
In fact, Mr. Pulleyn, being president of the largest savings 
bank in the world, stated would raise no objection to a 4 
per cent. rate, and that the development of postal savings by 
this government would have a most beneficial effect upon 
all savings banks. 

Let me add that upon your return home from this meeting, 
to enable you to give this important subject careful considera- 
tion that the Postmaster General and his co-trustees of postal 
savings will welcome any suggestions that you may wish to 
make. As the bill has been introduced in Congress, I would 
ask that you send to me, care of Markle Banking and Trust 
Company, Hazleton, Pennsylvania, your suggestions, not later 
than November 1, 1921.. And I will pledge you that any 
practical suggestions that will aid this bill, will be most 
carefully considered by the trustees of the postal savings, as 
they want your aid and cooperation to build up and not injure 
or interfere with the business of our country. 

One further word. We have a President and an adminis- 
tration who are constructive, not destructive, and who are 
as whole-heartedly working in the interest of the business 
of this country without governmental interference large or 
small, as the United States has ever been favored with. Let 
us not in a little or petty or small spirit call them to account. 
Let us rather as friends and as a not unimportant group of 
supporters bear with them and cheer them on. They are 
daily leading us out of a most difficult situation and the 
development of postal savings will be not the least of their 
accomplishments. 

And may I not ask that you allow me to return and give 
to our President as well as the trustees of our postal savings 
a vote of confidence. 


Do Ir Now 
He Cannot Read His Tombstone When He’s Dead. 


If with pleasure you are viewing any work a man is doing, 
If you like him or you love him, tell him now; 

Don’t withhold your approbation till the parson makes oration 
As he lies with snowy lilies o’er his brow; 

For no matter how you shout it, he won’t really care about it; 
He won’t know how many tear drops you have shed; 

If you = praise is due him, now’s the.time to slip it 

to him, 

For he cannot read his tombstone when he’s dead! 


More than fame and more than money is the commend kind 
and sunny 
And the hearty, warm approval of a friend; 
For it gives to life a savor, and it makes you stronger, braver, 
And it gives you heart and spirit to the end. 
‘If he earns your praise—bestow it; if you like him—let him 
know it; 
Let the words of true encouragement be said; 
Do not wait till life is over and he’s underneath the clover, 
For he cannot read his tombstone when he’s dead. 


Investments in Railroad Bonds 


VICTOR A. LERSNER, 
Comptroller Williamsburgh Savings Bank, Brooklyn 


There is one matter that I feel very much interested in, 
and which I should like to present for the consideration of 
our members. It is a matter relating to the railroad bond- 
holders. With your permission, I will take it up. 

The public is protected against unreasonable rates and 
fares on common carriers by the Interstate Commerce Com- 
mision and similar bodies in the states, while stockholders can 
depend on corporate meetings, and wage workers on the Labor 
Board and adjustment boards, to safeguard their respective 
interests. Wage workers, in fact, now have as much to say 
as stockholders in fixing the pay, time and conditions of labor. 
This shows how the idea has grown of giving proper recogni- 
tion to every class. But bondholders have no representative 
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on any board of directors or governmental body to look out 
for their special interests. Their only recourse when their. 
interests are in jeopardy is a court and receivers. 

Owners of bonds and other non-voting obligations out- 
number employees on railroads, but the $475,000,000 interest 
they receive is small compared with the $3,600,000,000 paid in 
wages and salaries each year; indeed, the entire funded debt 
and interest could be completely wiped out by what is paid 
in forty months in wages and salaries. The amount is 
$12,000,000,000 and most of it consists of expenditures for la- 
bor while the roads were first being built and equipped. Hence, 
it is unjust for organized labor to try and scale it down, or 
impair its security. Suppose additional bonds should have to 
be issued for new terminals or track extensions, or on account 
of the huge loss caused by the excessive war-time wages— 
would labor fight them also? If so, how can the improvements 
so much negded for agriculture and other industries ever be 
readily financed? New stock could not very well be issued for 
this purpose. It would seem that labor, creating as it does 63 
per cent. of the operating and the greater part of the other 
expenses of railroads, should be more considerate of bond- 
holders. 

The principal of most of the funded debt is set for repay- 
ment in the distant future, unfortunately without adequate 
sinking fund or reserve provisions. Consequently, as regards 
ultimate recovery in cash, it is hardly much better off than 
the $8,000,000,000 of non-redeemable capital stock, and yet, al- 
though one-half greater than this it has no voting power. In 
total the principal and interest, of course, are stupendous; 
nevertheless, the utter lack of representation in management 
and the relative unimportance to labor expenditures have 
forced the owners into a subordinate place in railroad affairs. 
Undoubtedly their own indifference in the past is partly to 
blame for this. However, it must be admitted that it was 
hard for them to get together. The vast majority of the bonds 
were issued years ago and are scattered far and wide, being 
no longer in the hands of the original purchasers. 

Among the owners are life, fire and marine insurance com- 
panies, casualty and surety companies, savings banks, educa- 
tional, charitable and religious institutions, benevolent associa- 
tions, trust estates and individual investors, large and small, 
and commercial banks and trust companies. Ninety per cent. 
of the life insurance companies and savings banks are mutual, 
while the individual investors comprise countless persons in 
ordinary circumstances, including widows and orphans with 
but scanty income from other sources, The disparity in num- 
ber, as well as in interests between owners of non-voting se- 
curities and the 647,689 voting stockholders and 1,250,000 fully 
protected wake workers and other employees, is manifestly 
very great; and so, instead of being identified with these-two 
classes, the owners are rather aligned with the general public. 

A proof of all this is that 500 prominent men, representing 
an investment of $3,000,000,000, responded to the Warfield call, 
for the Baltimore meeting, where the National Association of 
Owners of Railroad Securities was formed on May 23, 1917. 
Two years later the memorial and plan which Mr. Warfield 
presented in behalf of the Association to the Committee on 
Interstate and Foreign Commerce of the House, then drafting 
the Transportation Act of 1920, was signed by 1,600 business 
organizations, 8,189 fiduciary institutions, and 5,000 life insur- 
ance companies, banks and trust companies, with assets equal- 
ling 57 per cent. of the country’s entire banking resources. 
The signers owned, besides bonds, $2,000,000,000 of railroad 
stocks, and many sent’ in proxies; these, however, were re- 
turned. 

Every state and 2,406 towns and cities were covered by the 
memorial. The Association has permanent committees now 
in 104 of the larger and 200 of the smaller cities. Moreover, 
it brought into existence the National Railway Service Cor- 
poration, a non-profit-making company, for financing the pur- 
chase or lease of railway equipment, and also the Board of Eco- 
nomics and Engineering, a group of talented and experienced 
men who are devoting their time and ability to solving the 
problems confronting the railroads. The Association actually 
represents $11,000,000,000 of railroad securities, mostly bonds. 

Through this membership the Association is in touch with 
57,000,000, or over one-half of the country’s population, and 
so is naturally on the side of the general public. Its cardinal! 
principles are: The railroads shall be supported by rates and 
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fares rather than through taxation; private initiative and com- 
petitive methods must be allowed the freest play consistent 
with the public good, so that the most efficient men may be at- 
tracted into the management, and government ownership or 
operation avoided; every just claim owing the railroads must 
be repaid, while they themselves must make ample arrange- 
ments for repaying principal as well as interest of their own 
debts, and all improvements shall be made, equipment supplied, 
and economies effected that may be necessary for cheap and 
satisfactory service. 

The members are proud of the record of achievements al- 
ready made. From the 15 per cent. rate in 1917 and during 
the twenty-six months of Federal control down to the push-off 
back to the private operation, the Association occupied a help- 
ful relation to government authorities and railway officials in 
behalf of the investing public, and in this way for the first 
time in history obtained for non-voting bondholders a voice 
along with stockholders in the affairs of the railroads. The 
clauses in the Transportation Act which assure the railroads a 
fair return on capital, and prescribe a mandatory rule of rate- 
making, were the Association’s ideas; and it put them through. 
The Association is also responsible for some of the Act’s 
financial measures and provisions allowing consolidation and 
joint use of terminal facilities and equipment, as well as for 
the amendment whereby the railroads are given cooperative 
means of acquiring rolling stock and other equipment. » 

The voice of the bondholder will always be heard for the 
public good. Among the many railroad problems there are 
three that can best be solved through the aid of organized 
bondholders. Valuation of properties: The Association, being 
composed of numerous innocent investors free of fault of any 
past bad management, is better positioned even than the present 
stockholders to have a figure established fair to all. Consolida- 
tions: But nineteen systems are proposed, which means that 
many of the 2,000 existing executive and administrative 
staffs must be discharged; the Association’s advice here would 
certainly be more disinterested, since railway officials could 
not be expected to cut off the limbs upon which they sit. 

A third problem is economy and better service, for which 
the most practical way lies through consolidations, joint use 
of terminal facilities and equipment, the cooperative purchas- 
ing of necessities, the lopping off of dispensable subsidiaries, 
and the making of whatever improvements, extensions and so 
forth that traffic calls for. The outside pressure required for 
this could be brought to bear with less disturbance through 
the Association, which has helped to devise the remedies and 
has the means at hand for applying them. And it is to the 
Association’s individual and institutional members that the rail- 
roads must continue to look for funds if they still wish to be 
finaticed through private sources. 


DIscusSsION 


Mr. CrEETE: I would like to ask, Mr. Chairman, if the 
deposits are limited to any one depositor in the Mutual Sav- 
ings Banks? 

fr. Knox: Yes, in many of the states. In Massachusetts 
it is $2,000. In the state of New York up to about a year ago 
the limit was $3,000, and now they have raised it to $5,000, the 
argument being that a dollar is not worth what it used to be, 
and the person having $5,000 on deposit has no more on de- 
posit now than he did before the war when he only had $3,000. 
But many of the banks in Massachusetts and the other eastern 
states will not take the full limit at once. Some of the banks 
only take $500 at a time, and then six months apart. Many of 
them will not take the full amount at one time. 


ALLOCATION OF CAPITAL AND SURPLUS 


Cuarves H. Depre: I would like to ask, what is the ratio 
of allocation of capital to savings department in California? 
Cuarces F. Stern: The amount in California in a Cali- 


fornia departmental bank, depends upon the population of the 
community within which the bank is established, beginning at 


a minimum of $25,000 and going up to a maximum of $300,000 
in centers of population like Los Angeles and San Francisco. 

Having established the amount of capitalization, the alloca- 
tion of that capital through departments is a matter within the 
discretion of the management of the bank, with the permission 
and acquiescence of the supervising authorities. The amount 
of capital and surplus allocated to any department within the 
discretionary power, may be only as the development of the 
bank business goes forward, by order of the Board of Direct- 
ors, with the acquiescence of the supervising authorities; pro- 
viding at all times that the required relationship between capi- 
tal and surplus and the liability of each of the departments is 
not impaired. 

Mr. Depre: Do I understand from that that all the capital 
of the bank, and all the surplus, is not subject to use by the 
savings department? In other words, does that mean that only 
an allocated part of the capital is applicable to the savings de- 
partment, to the trust department, and to the other depart- 
ments ? 

Mr. STERN: Quite true. That is, there is a $300,000 limit 
in Los Angeles, by agreement, but we are doing as much busi- 
ness with that capital as we could with half a million. For 
instance, $200,000 of that capital would be allocated to the trust 
department, the remaining $300,000 might be allocated, $150,000 
to commercial, and $150,000 to the savings department, or 
$200,000 to one and $100,000 to the other, or on any other basis 
that might be agreed. The deposit liability of each department 
would be ten times the amount of capital and surplus allo- 
cated to that department. The loaning capacity of each de- 
partment would be on a percentage of the allocated capital and 
surplus. Each department would have its own reserve. In the 
event of the liquidation of a department, the depositors of that 
particular department would look to the allocated capital and 
surplus of that department. 

Mr. Depre: Isn’t that a weakness in your law? 

Mr. Stern: We think not. Behind us is the stockholders’ 
liability, which has never been called on. The surplus, like 
capital, may be shifted from department to department, pro- 
viding the relationship between capital and surplus is not dis- 
turbed. The state law requires that one-tenth of the current 
earnings each quarter, prior to the dividends, shall be amassed 
as surplus, until the surplus amounts to 25 per cent. of the 
capital. 

Mr. Depre: Is there anything in the law making a capital 
assessment liable to all departments? 

Mr. Stern: Yes, the bank might allocate to its commer- 
cial department a certain amount and to the other depart- 
ments, the savings department and so on, another certain 
amount. 

Mr. Depre: Of course in Ohio, where I am from, our law 
gives you a charter for trust or savings or commercial busi- 
ness, but the capital is all alike. You are doing business in 
three departments; you cannot separate your capital. 

Mr. Stern: That situation, I think, relates to what may 
run to the savings department just as it runs to the depart- 
ments in a national bank. Now, suppose you had a run on 
your bank. The depositor is absolutely safe. 

J. M. Dinwippiz, Cedar Rapids, Iowa: I have always 
looked with a great deal of admiration upon the banking laws 
of California. If one department of the bank fails, the claim- 
holder must be satisfied with what that department produces 
in the payment of his claim. 

Mr. STERN: No, no; the gentleman has a wrong idea. No 
department in the California bank can fail; the entire bank 
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must fail. The depositors in a single department look to the 
capital and assets of that department, and not only that, but 
to the entire capital, surplus and assets of the bank. It is quite 
impossible for a department to fail, or for a depositor in an 
individual department to be out and injured while a dollar of 
capital and surplus remains in the entire institution. 


Depositors’ RicgHts Mutua BANKS 


Mr. Dinwippie: There is a question I would like to ask 
Mr. Knox, which has always been an interesting one to me, 
perhaps more than some others. The law provides that no 
trustee shall receive pay. I presume that is-correct, but what 
would happen if that trustee became an officer or employee 
giving his whole time to the bank? Would he be entitled to 
a salary? 

Mr. Knox: Oh, yes. 

Mr. DinwippiE: They must build up a surplus. Now, I 
am a depositor of Mr. Knox’s bank for, say, twenty years, 
during which time they build up a very satisfactory surplus. I 
sever my relation as a depositor, but I get no part of this sur- 
plus which I have helped build. Another man comes in and 
is a depositor for, say, three years. This bank decides to liqui- 
date, and it has a surplus to give to some one. The interesting 
question with me is where that surplus goes to, if they have 
anything left after they liquidate—whether the man who 
helped for three years, after I had helped for twenty years, gets 
it, or whether it comes back to me, or goes to the state? I 
would like to know something about what becomes of that 
surplus, 

Mr. Knox: In the province of God, we have never had 
things happen that way. When we do come up against that 
sort of a question, I think it will be that the depositor of the 
bank at the time we liquidate, gets it, and the fellow who pulls 
out does not. We would have a sweet job with 1,500,000 eggs 
on deposit, some of the eggs being eighty-four years old, and 
some of them laid last week. (Laughter.) 

The possibility of any mutual bank in Massachusetts, or 
New Jersey, or any other place, going into liquidation, is so 
remote that the question is not worthy of consideration. 

C. J. WoHLENBERG: Under this mutual savings bank law, 
is a person eititled to withdraw his money without giving 
notice, at any time? 

Mr. Knox: Yes, sir, except that we have the right in our 
state—and I think in the other states also—to demand sixty 
days’ notice. That is a right that is never exercised in our 
state or in any other state, unless in time of panic. Then in no 
individual bank has it ever been done, but all the banks, keep- 
ing together, and to quiet the whole situation, agree. That has 
only been done in the last thirty-six years to my knowledge, I 
think, possibly two or three times. 

Mr. WouLENBERG: I did not know whether every bank 
would be governed by its own by-laws, or be governed by the 
laws of the state. 

Mr. Knox: They are governed by the law of the state, 
which gives them the privilege of asking for sixty days’ notice, 
but that notice is never enforced—never has been excepting 
when the war broke oft, for example, in 1914, and there was 
very much excitement among savings bank depositors, and the 
banks of the city met and said, “We will all enforce that law.” 
Any one coming in and showing us any good reason for with- 
drawing money, that he was committed to something or had to 
have it for a legitimate purpose, could get it. If it was a case 
of panic and fright, he didn’t get it. 
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Mr. WoHLENBERG: What interest would I get on my de- 
posit if I withdrew it at a time other than the payment of 
dividends? Would I get it up to the time of the dividends? 
And then they all enforced that law in the most liberal manner. 
dends? Would I get it up to the time of the dividends? 

Mr. Knox: Absolutely up to the time of the dividends, 
which would be January 1 and July 1. If you withdraw it at 
a time in between those dates, you would not get it. 


Report on Resolutions 
CHAS. H. DEPPE, Chairman 


Resolved, That the Savings Bank Division of the Ameri- 
can Bankers Association deprecates the agitation for an en- 
larged system of postal savings banking paying an increased 
rate of interest, and hereby protest against any legislation to 
that end. 

It is the sense of this Division that it is not a proper func- 
tion of government to engage in a competitive system of sav- 
ings banking, the expense of which is to be defrayed by tax- 
ation. 

The existing system of postal savings without increase in 
the rate of interest, if continued, should be utilized solely as 
an adjunct to existing banking facilities, such postal savings 
to be redeposited in the communities where collected, thereby 
best promoting community development. 

While in sympathy with and willing to cooperate in any 
movement to bring out of hiding any sums of hoarded money 
we believe that the only effect of an increase in the rate of 
interest on postal savings will be to establish the government 
as an active competitor in the banking business, and to divert 
deposits from usual banking channels without increasing the 
aggregate amount of savings or decreasing the sum of so- 
called hoarded wealth. 


Resolved, That we protest against the pending proposal to 
exempt from taxation certain investments or deposits in build- 
ing and loan associations, and we hereby reaffirm our previ- 
ous resolutions against any form of tax exemption. 

Resolved, That we deplore any effort to make it appear 
that the present stagnation of the construction industries is 


due to discrimination by the savings bankers. We reaffirm 
our belief in the permanency of value which has always 
characterized the mortgage on real estate security. We have 
observed no tendency to withhold loans thereon when a safe 
margin of security was present. We believe that the banking 
system of this country will provide an ample fund of capital 
for mortgage investment in proportion as construction inter- 
ests are able to balance their costs and improved conditions 
permit such employment in industry and in commerce as will 
provide better wage conditions, and therefore a larger ability 
to purchase homes. 

Whereas, We recognize the need for a standard plan of 
school savings banking to the end that as the pupil progresses 
through the grades, the necessity of thrift, the elements of 
banking and the principles of business shall be taught. 

Therefore, Be It Resolved, That the Committee on Sav- 
ings be and it is hereby authorized to adopt, or develop a 
standard American Bankers Association system for school 


*savings banking, which, when approved by the Executive 


Committee of this Division shall be known as the American 
Bankers Association system of school savings banking. 

Furthermore, Be It Resolved, That an official American 
Bankers Association industrial savings banking system shall 
likewise be encouraged and developed, and its introduction 
in industrial and commercial establishments shall be ap- 
proved. 

Resolved, That we express our sincere appreciation of 
the thoughtfulness and courtesy which have marked the work 
of the committees appointed by the Los Angeles bankers, and 
especially by Dr. M. N. Avery and his associates on the 
committees for the Savings Bank Division. The contribu- 
tions on savings banks topics by state superintendent of banks 
Dodge, former supezintendent Stern, and former comptroller 
Chambers, and the several bankers who are members of this 
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and of other divisions of the American Bankers Association, 
are recognized to be unusually constructive and to contain 
suggestions of permanent value. 

President W. A. Sadd and the members of the retiring 
administration are to be congratulated upon the success with 
which they have handled the many. important problems which 
have come befere the Division for prompt action during the 
past year. They have set an example of close and constant 


attention which it will be difficult for their successors to sur- 
pass. 
The report was unanimously adopted. 


Report on Nominations 
W. E. KNOX, Chairman 


The Nomination Committee of the Savings Bank Division 
respectfully recommends the following nominations: 

For PresipENtT—Raymond R. Frazier, president Wash- 
ington Mutual Savings Bank, Seattle, Wash. 

For ViIcE-PRESIDENT—Samuel H. Beach, president Rome 
Savings Bank, Rome, N. Y. and 

For MEMBERS OF THE EXECUTIVE COMMITTEE, Three-Year 
Term—Samuel M. Hawley, president Bridgeport Savings 
Bank, Bridgeport, Conn.; Geo. E. Brock, president Home 
Savings Bank, Boston, Mass.; Alvin P. Howard, vice-presi- 
dent Hibernia Trust and Savings Bank, New Orleans, La. 

The report was unanimously adopted. ; 

Mr. Sapp: I declare the officers duly elected. It now be- 
comes our pleasure to proceed with the installation of the 
new officers. I will ask Mr. Brand to escort Mr. Frazier, 
the new president, to the chair. 

Mr. Frazier was escorted to the platform. 

CHAIRMAN: It is certainly with great pleasure that I 
welcome you, Mr. Frazier, to the presidency of the Savings 
Bank Division. I have known Mr. Frazier a long while, and 
I feel satisfied he will carry. forward the work of the Sav- 
ings Bank Division with even more vigor than it has been in 
the past. At the end of his term of office I know that what 
he has done will redound to his credit and also to the credit 
of the American Bankers Association; and J take great plea- 
sure in pinning this pin on him as the insignia of his authority. 

Mr. Frazier: I have prepared no speech of acceptance. 
I think I would a little rather Mr. Sadd had given me some 
advice as he was pinning this insignia of office upon my coat 
lapel than to have prophesied as to what this administration 
would do for the coming year. 

It will be my hope and my ambition and my prayer to 
so help conduct the affairs of the Savings Bank Division that 
we all may be as well satisfied at the end of the year as we 
are with Mr. Sadd’s administration of its affairs) No man 
could wish for an abler set of lieutenants than I am in posi- 
tion to testify comprise the present Executive Committee of 
this division. I look forward with pleasure to carrying on 


the splendid work which has been carried on so successfully’ 
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during the few years that it has been my pleasure to work 
with you. I thank you. (Applause.) 

CHAIRMAN: The next officer to be installed will be Mr. 
Samuel H. Beach as Vice-President. Will Mr. Knox escort 
Mr. Beach to the chair? 

Mr. Beach was escorted to the platform. 

CHAIRMAN: Mr. Beach, it is with peculiar pleasure that 
I welcome you into the official organization as vice-president 
of the Savings Bank Division. He has worked a long while 
in the Executive Committee. He has brought to us a great 
many questions of vital importance, and always handled 
them well; and I take great pleasure in conferring this in- 
signia of authority upon him. 

Mr. BeacuH: It may sound extremely trite, but when I 
learned yesterday for the first time that it was possible that 
I would be elected vice-president it came to me distinctly as 
a surprise. I have thoroughly enjoyed the association with 
the men on this Executive Committee for the past three years, 
and I had supposed that this meeting would be an end to my 
active work in the Savings Bank Division of the American 
Bankers Association. But, after thinking the matter over 
carefully, the call for service in this capacity is so impelling 
and the honor so great that I accept the office with all the 
pbligations that I know it confers. (Applause.) 

CHAIRMAN: Of our new Executive Committee elected 
we have only one here, and that is Alvin P. Howard, vice- 
president of the Hibernia Trust and Savings Bank, of New 
Orleans, La. Mr. Knox, will you kindly escort the new mem- 
ber of the Executive Committee to the chair? 

Mr. Howard was escorted to the platform. 

CHAIRMAN: Mr. Howard, it is with great pleasure I 
welcome you into the Executive Committee of the Savings 
Bank Division. While you have not been long in our ser- 
vice, for what you have done certainly we cannot recompense 
you more than to have you come into our official family. I 
know that you will do well in the same. (Applause.) 

Mr. Howarp: I suppose the main difference between 
human beings and animals is that the former have the power 
of speech. We have had some very excellent examples of 
what that really means in trying to accomplish work. Jt is sort 
of sterile to live unuttered. When I come into an organiza- 
tion of this kind and I find harmony and frankness ex- 
isting with perfect unity of purpose and rigid competition, I 
realize that it is a great work, and I accept the confidence 
you have placed in me in that spirit. (App'ause.) 

The President presented a telegram from W. D. Long- 
year reading as follows: 

“L. D. Woodworth, Rosslyn Hotel, Deputy Manager Sav- 
ings Bank Division American Bankers Association, Los An- 
geles. Regret not able to participate in activities and join in 
making your visit most enjoyable. W. D. Longyear.” 

A suitable reply was ordered sent to Mr. Longyear. 


CLEARING HOUSE SECTION 


First Session 
Turspay, Octoser 4, 1921 


The first session of the Clearing House Section was 
held in the Clark Hotel Tuesday, October 4 at 2 Pp. M. 
Raymond F. McNally of St. Louis, presided. The invocation 
was pronounced by Rev. J. Whitcomb Brougher of the 
Temple Baptist Church of Los Angeles. 

President A. A. Crane’s annual address will be found on 
page 207 in the report of the first session of the general con- 
vention. 

CHAIRMAN: Under the heading, President’s Address— I 
will explain how I happen to be presiding. Mr. Crane has 
been detained by important business for his bank, so he is 
unable to come here and preside over this meeting. Mr. 
Washburn, vice-president of the Continental and Commercial 
National Bank of Chicago, is confined to his room, and is 
unable to be with us today. I preside, at the request of Mr. 
Washburn. 


We will now have the report of the Chairman of the 
Executive Committee, by James Ringold. 


Report of the Executive Committee 
JAMES RINGOLD, Chairman 


Following the annual meeting of our Section in Washing- 
ton last year, your Executive Committee met and proceeded 
to organize by the election of a chairman. Since that meet- 
ing, two meetings of the Executive Committee were held, 
one in Washington and one at Pinehurst. At the Washington 
meeting, the resignation of -A. T. Matthew, secretary of 
the Section, was tendered and accepted with much regret. 
In looking about for a secretary, the name of Donald A. 
Mullen of the Colonial Trust Company of Pittsburgh, was 
proposed, with several others. Mr. Mullen was finally ap- 
pointed secretary of the Section and assumed his duties the 
middle of January of this year. Since Mr. Mullen assumed 
his duties he has been devoting his energies to the tentative 
program which was outlined by President Crane and the 
officers of the Section at the first meeting of the Executive 
Committee. 

The members of your Executive Committee have given 
careful attention to the various phases of clearing house 
methods during the past year. Your committee feels that 
it is desirable that the clearing houses throughout the country 
should be brought in closer touch with the Section and that 
new phases of clearing house activities which are found to 
work successfully in the various sections of the country, 
should, through the Section, be brought to the attention of the 
other clearing houses at regular intervals so that they may 
have an opportunity to take advantage of such of these ideas 
as may be of value to them. 

With this thought in mind the secretary has been issuing 
a monthly bulletin which has done much to cement and 
bring about a close uniformity in the rules and regulations 
of the clearing houses. Much thought was given as to just 
what line of activities would be of the greatest benefit to 
the Section as well as its members. 

The following suggestions were regarded as being the 
most important: 


a. Extension of the clearing house examiner system. 

b. New clearing houses. 

c. Country clearing houses and county clearing houses. 

d. Endeavor to bring the inactive clearing houses into 
the Section. 
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Total bank transactions. 

Monthly bulletin. 

Condensed financial statement form. 

The widest possible use of the proper application 
of the universal numerical system. 

The use and standardization of the no protest sym- 
bol plan. 

Uniform charges for collecting acceptances. 

Developing a plan for the analysis of accounts of 
individuals, firms and corporations. 

ar in standardizing sizes of check and draft 
orms. 


Much work has been done this year along most of these 
scheduled activities. A special effort has been made to 
interest the bankers in the condensed financial statement form 
which has the indorsement of the American Institute of 
Accountants and the National Association of Credit Men. 
This statement form has been accepted by hundreds of banks 
throughout the country as the last word in a financial state- 
ment form. 

A special effort has been made to interest the clearing 
houses that are without the examiner system in such a sys- 
tem of examination, which has proved to be a great safeguard. 
Through this system the composite judgment of the bank- 
ing fraternity can be obtained and more careful scrutiny 
can be kept on all lines of business seeking credit and 
unsafe tendencies not only on the part of the patrons of 
the bank but upon the banks themselves can be checked. 
To my mind there is no subject of greater importance to 
the clearing houses of the country than that of placing a 
clearing house examiner in every city or community wherein 
is located a sufficient number of banks, the supervision and 
examination of which would require the time of one or more 
men. At the annual meeting of this Section several years 
ago J. W. Wilson, the efficient examiner of the Los Angeles 
Clearing House Association, made a statement to the effect 
that up until that time no depositor had lost a single dollar 
because of the failure of any bank under clearing house 
examiner supervision. 

The secretary has just issued a booklet on this svstem 
of examination outlining its purpose, plan and possibilities, 
together with letters of commendation from the leading 
bankers in the cities where this system of examination is in 
force. After you read this booklet I believe you will agree 
with the officers of this Section that there could not be a 
greater commendation or a stronger argument than this for 
the adoption of the clearing house examiner plan. 

Your secretary has been concentrating on two or three 
states at a time in an endeavor to interest the smaller cities 
and towns that are without a clearing house association, to 
form such an organization. He has been very successful so 
far this year. A special effort has also been made to organize 
county clearing houses in those counties where such an asso- 
ciation would work to the benefit of not only the banks but 
the communities as well. 

Your secretary has been working in conjunction with the 
Committee on Forms of the State Secretaries Section in an 
yer aa to bring about a standardized form of check and 
draft. 

Another feature of importance that I would like to men- 
tion is the monthly bulletin which the secretary issues and 
sends to the managers of every clearing house association 
in the country. I believe that this bulletin should prove 
to be an indispensable letter of useful information. to the 
manager of every clearing house association. 

What we need most to advance the usefulness of the 
clearing houses is closer. cooperation with the Section by 
the clearing house members. To bring this about your secre- 
tary a short time ago sent a questionnaire to the manager 
of every clearing house in the United States asking for 
information which when compiled will be of very great value 
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to the clearing house members. Your committee feels that 
the Section is a place in which the activities of all clearing 
houses should be recorded and from it information relative 
to new ideas and methods should be disseminated. If every 
clearing house official will send to the secretary of the Section 
a report of all changes in various systems and methods in 
their respective organizations when they are brought about, 
the information acquired can be made of much value. 

We want you as members of this Section to feel perfectly 
free to communicate with the secretary at any and all times 
regarding any information you are in need of. If it is in 
his office, he will furnish it. If not, we will be very glad 
to procure it for you. Through the hearty cooperation of 
the clearing houses with the secretary a great deal of good 
can be accomplished and a further development of the clear 
ing house idea can be brought about. 


Report of Secretary 
D. A. MULLEN 


At the annual convention held in Washington last year, 
a comprehensive schedule of activities was outlined by the 
members of the Executive Committee for the ensuing year. 
Your secretary has endeavored to adhere to this schedule 
and is pleased to report that much progress has been made 
since he assumed his position in January of this year, suc- 
ceeding A. T. Matthew, who resigned to accept a position 
with the Mercantile Trust Company of San Francisco. 


New CLearinc Houses 


During the year nineteen clearing houses were organized 
and admitted to active membership in this Section, increasing 
the number of active members frm 255 to 274. 


CLEARING HousE EXAMINER SYSTEM 


Throughout the year, special efforts were made to not 
only increase the number of clearing house associations but 
to interest as far as possible the associations in our larger 
cities in the clearing house examiner system. We have 
met with a large degree of success as four cities have in- 
stailed this system of examination, namely: Hutchinson, 
Kansas, Montgomery, Ala.; Indianapolis, Ind., and Ogden, 
Utah, working in connection with the examiner in Salt Lake 
City. Two more associations promise that by the first of 
the year they will have this system of examination in 
operation. 


CoNDENSED FINANCIAL STATEMENT ForM 


During the past year every effort was made to interest 
the banks throughout the country in the condensed form of 
financial statement which was approved and adopted by this 
Section in 1918 and later revised. Our efforts have been 
successful. We have had requests from hundreds of banks 
throughout the country for this form of statement which I 
believe will become the standard form to be used, as it 
has the hearty indorsement of both the National Association 
of Credit Men and the American Institute of Accountants. 


STANDARDIZATION OF CHECKS 


Your secretary has been cooperating with the Committee 
on Forms of the State Secretaries Section in helping to 
bring about a standardized form of check and draft. This 
movement is progressing nicely and we feel that within a 
year or two, the results will justify all the efforts that have 
been made. 


ACCEPTANCES 


In accordance with the plan outlined at the annual meet- 
ing in Washington last year, the Section has been giving 
meng little time to the further development of the acceptance 
idea. 
Acceptance Committee of the American Acceptance Council. 
Also secretary of the Acceptance Committee of the American 
Bankers Association, and has been assisting these committees 
in furthering the uses of the acceptances. 


Your secretary was appointed a member of the Trade . 
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CLearinc House TRANSACTIONS 


Since our last meeting, a number of additional clearing 
houses reporting total bank transactions have been added 
to our list. This movement which was inaugurated by this 
Section several years ago has proved its worth. The Federal 
Reserve Board has adopted the idea and today approximately 
140 cities are reporting their total transactions. In the fu- 
ture, we will cooperate with the Federal Reserve Board in 
giving to the public this information which will show the 
true barometer of business conditions. 


UNIVERSAL NUMERICAL SYSTEM 


As new banks are being organized from time to time 
we endeavor to bring to their attention the advisability of 
adopting this system. Approximately 95 per cent. of the 
banks throughout the country are now using the numerical 
number on their checks and drafts, which is a great time 
saver in the transit departments of our banks. 


No Protest SyMBoL PLAN 


We are still continuing our efforts to interest all banks 
in the no protest symbol plan, which has been adopted by a 
great many banks. Publicity is given this matter from time 
to time and I believe that in time to come it will become 
almost as popular as the numerical system. 


FINANCES 


The appropriation granted the Section for the year 1920- 
1921 was $8,702.15. During the year $60 was received from 
the sale of books of forms, also $142 received on account 
of the numerical system. Profits derived from the sale of 
financial statements was $36.40, making a total income account 
for the year of $9,040.55. The disbursements during the 
year amounted to $8,810.65, leaving a credit balance on hand 


at the close of the fiscal year of $229.90. 


The following activities are recommended for the coming 
year: 

That as a Section we encourage in every way possible the 
organization of new clearing houses, city, country and county, 
with special effort on the county organization plan. 

That every effort possible be made to further the exten- 
sion of the clearing house examiner system, which is proving 
so satisfactory in the cities where it is now in operation. 

To cooperate in every way possible to bring about a 
standard form of check and draft. 

To make every effort possible for the further develop- 
ment of the acceptance idea. 

To work out a plan whereby total bank transactions will 
be received from every clearing house in the country. 

Develop a plan of analysis of accounts of individuals, firms 
or corporations and the encouragement of the application of 
monthly service charges against unprofitable accounts. 

Monthly bulletin. 


By reason of the inability of Mr. Thralls to be present 
and read his report as Chairman of Acceptance Committee, 
it will be read to you by Mr. Frank K. Houston. 


Report of Acceptance Committee 
JEROME THRALLS, Chairman 


Your committee, created by authority of the American 
Bankers Association given in convention at Washington, D. 
C., October last, was directed by the Administrative Com- 
mittee of the Association, to function through the Clearing 
House Section. The committee has regarded its duties to 
be chiefly of an informative and educational character. 

It has cooperated closely with the American Acceptance 
Council and other important commercial and financial organi- 
zations in the effort to bring about a clearer understanding 
of the acceptance method, to eliminate so far as possible, 
the abuses that have crept into this system of financing, and 
to encourage its further development along permanent, proper 
and sound lines. 
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Your committee has sought to. have all artificial supports 
withdrawn from the system and to have the acceptance 
method progressed upon its own merits. Both bankers and 
trade acceptances have demonstrated their worth here. 
Through their use powerful aid has been given to American 
foreign and domestic commerce. Their use has enabled the 
movement of vast quantities of American goods and products 
to foreign markets, and the bringing to our doors of goods 
and materials that have added much to the comfort, happiness 
and welfare of the American people. 


TRADE ACCEPTANCES 


In 1916 the known users of trade acceptances in America 
numbered 185. In October, 1920, the list exceeded 20,000. 
The number has grown steadily since and now includes 
practically every line of business that makes sales on the 
time basis. Where the trade acceptance has been properly 
and legitimately used, the results have been eminently satis- 
factory. It has shortened the credit period; it has made 
collections more certain; it has enabled an equal amount of 
capital to do a greater amount of service; it has eliminated 
many troublesome claims and disputes; it has reduced the 
expense of operation both for the buyer and seller; it has 
stabilized the businesses involved and has produced a charac- 
ter of strictly liquid paper. 

The American Acceptance Council in its August, 1921, 
Bulletin says in part: “Users of trade acceptances are hew- 
ing closely to the line and are proceeding according to pre- 
scribed regulations— ‘the prominent concerns that grant 
special inducements in order to secure signed acceptances 
from their customers are negligible. Business men are re- 
ceiving a large measure of cooperation from a majority of 
bankers in handling and collecting of trade acceptances. 
This indicates gratifying progress in recent months and 
shows splendid team work on the part of banks and business 
concerns, not only in collecting of out of town acceptances, 
but in the discounting of the paper on satisfactory terms.” 


Although trade acceptances are superior to single name 
paper, there should never be any let up in checking the names. 
The same acid test that is applied to other credit risks should 
be applied with equal severity to trade acceptances when 


offered for discount. Up to this time, trade acceptances 
originating outside of the large financial centers have not 
found their way into the open discount market. They are 
usually held in the receivables of the makers and put through 
as collections or discounted at the local banks. - There is, 
however, a growing demand among investors for trade accept- 
ances bearing approved bank indorsements. Such bills move 
readily in the open discount market at rates ranging from % 
to 1 per cent. below the rates on prime single name (com- 
mercial) paper. 


BANKERS’ ACCEPTANCES 


World conditions since 1914 have afforded to America the 
greatest opportunity for service, profit and progress that has 
ever been presented to any nation—an opportunity to make 
the dollar a world. currency and to secure a permanent trade 
foothold in every quarter of the globe. With over 50 per cent. 
of the world’s gold, with the highest productive ability, the 
strongest banking system, and the greatest resources of any 
nation of all times at our command, why have we fallen 
short of this wonderful opportunity and have as yet the 
time and courage to avail of it? 

We have fallen short of this opportunity because of in- 
complete financial machinery, inexperience in international 
trade and finance, and lack of vision and courage. It is 
not too late; we can yet devise and develop the necessary 
machinery—experience will come only through action. The 
exhibit of over 5,000,000 unemployed, hundreds of thousands 
of idle freight cars, hundreds of great ocean going vessels 
constructed at a cost of millions upon millions of dollars 
tied up, motionless here in our harbors, and the great sur- 
pluses of foodstuffs, raw materials and other products stored 


in every séction of the United States without a market, while- 


hundreds of millions of people abroad sorely in need of 
these surpluses, are idle and suffering, should cause every 
thinking American to turn his eyes across the waters and 
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to open them to the great markets and opportunities that 
await us there. 

We were told that because of lack of experience at war, 
we could not fight. Yet was there an army in that terrible 
struggle that proved more effective or more efficient than 
ours? No, not one. Then must we say we have not the 
talents for international trade and finance? Never! Quite 
the contrary; our future progress and welfare demand that 
we turn our attention more and more to international busi- 
ness. We must establish dollar-credits as the peer of sterling. 
To do this and to make the dollar a world currency means 
we have got to pay the price in the way of the expenditure 
of courage, brains, energy and capital. 

Our open discount market and the means for caring for 
long term international trade credits are the two vital fea- 
tures of our financial machinery that need further and imme- 
diate development. Much has been accomplished with both 
these features during the past year. Hundreds of banks, 
individuals, firms and corporations have been converted dur- 
ing that period to the idea of investing temporarily available 
funds in bankers’ acceptances. Prime bankers’ acceptances 
are now regarded everywhere as a dependable reserve. The 
Federal Reserve Bank of New York, while an ardent sup- 
porter of the open discount market, has advanced its open 
market rates to a point above the dealers’ selling rates, thus 
tending to place thé market on its own resources and to 
cause a wider distribution of acceptances among banks and 
other investors. The Federal Reserve Board has ruled that 
bankers’ acceptances, having not more than six months to 
run, and covering import or export transactions, are eligible 
for rediscount or purchase by the Federal reserve bank. The 
limit heretofore was ninety days. 

A number of Edge law foreign trade financing corpora- 
tions have been organized with acceptance powers. Their 
bills have appeared in the market. The War Finance Cor- 
poration was by recent legislation authorized to purchase 
the acceptances of such institutions based upon export trans- 
actions and having not more than three years to run. 

Many commercial banks have qualified for the utilization 
of their full acceptance powers. New and substantial accept- 
ance houses have been organized. Plans have been perfected 
under which furids are now being loaned on call or demand 
against acceptances as collateral in preference to stocks, bonds 
and other long term securities. Such loans are repayable 
upon telephone, telegraph or written order, and are usually 
made at a rate of % per cent. below the stock exchange call 
loan rate. Through the use of loans against, and investment 
in acceptances, funds heretofore idle and practically useless, 
are being mobilized and made to serve commerce and in- 
dustry. Over-night money, spot and forward rates, and other 
discount market terms, so well known abroad, are rapidly 
finding their way into our business and financial vocabulary. 

The increasing ability of the open discount market to 
absorb a great volume of bankers acceptances is evidenced 
by the fact that during the past year the portfolios of the 
large commercial banks were practically bare of bills and 
the holdings of the Federal reserve banks of bills purchased 
in the open market were on Thursday, September 22, 1921, 
$433.514,000, whereas their holdings one year ago were $4,307,- 
627,000. It is true that the volume of American bankers’ 
acceptances issued in the year 1921 to date as compared with 
the same period of 1920 measured in dollars, is about 18 per 
cent. less. The open discount market has absorbed a much 
larger volume, having taken over a great volume heretofore 
sold to the Federal reserve banks; also a large volume hereto- 
fore held in the portfolios of the large member banks. 

The volume of bills purchased by discount houses and 
dealers from drawers and indorsérs is constantly increasing— 
showing that the banks and other acceptors are actually sell- 
ing their credit and not making loans through the use of 
acceptances. The decrease in the volume of bills issued was 
largely due to the price recession, the slump in foreign trade 
and the tightening up on the regulations governing eligibility. 
A temporary set-back was registered against dollar accept- 
ances when the terrific break in international exchange took 
place. The slump in prices and attending unsettled condi- 
tions throughout the world caused traders and merchants to 
rush to cover. Contracts were repudiated. Orders were can- 
celled. Every opportunity to default upon credits existed. 
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American banks that had issued confirmed letters of credit 
were appealed to by customers in whom they had implicit 
confidence to refuse to accept bills against such letters of 
credit. Some banks yielded, but the courts promptly set 
them right. These banks learned that an irrevocable letter 
of credit is a sacred contract and its terms are binding, 
irrespective of losses that may be inflicted because of price 
recessions, defective goods or conditions not covered in the 
letters of credit. 

This situation resulted in the creation of the bankers 
commercial credit conference. That body is endeavoring to 
devise uniform credit letter forms and other standardized 
credit instruments and to develop plans and policies that 
will forever forestall the repetition of the ill advised act of 
these few American banks in declining to accept bills against 
confirmed letters of credit. The rapid appreciation of the 
United States dollar, due largely to the unsettled interna- 
tional exchanges, made it extremely difficult for our debtors 
in foreign countries to obtain the necessary dollar remittances 
to cover their obligations. This situation was greatly alle- 
viated during the past half year with certain countries by 
the opening of credits with American banks and acceptance 
houses against which drafts were drawn to create dollar 
exchange. The resulting dollar acceptances found ready 
sale here in the open discount market, while at the same 
time the market was given valuable support through the 
investment of a very substantial volume of funds coming 
to New York from other foreign countries in American 
bankers acceptances. 

The movement of cotton, wheat and other American 
products to foreign markets as short term credits is now 
being financed largely through the acceptance syndicate plan. 
Under this plan a number of American banks may participate 
in a certain credit, each being responsible for a limited 
amount and all being adequately protected through the hy- 
pothecation of collateral or gtiarantees under the control 
of the syndicate managers. Through this plan wide coopera- 
tion of the banks, the buyers and the sellers is made possible, 
and many banks are given opportunity through the use of 
their acceptance powers to aid in financing trade and to 
realize profit therefrom, where if left to act independently, 
their limited resources and facilities would not permit them 
to do so. 

The practice of swapping acceptances for the purpose of 
obtaining and giving accommodation indorsements has been 
practically eliminated during the year. An amendment to Sec- 
tion 5202 of the National Bank Act has been introduced and is 
in the hands of the finance committee of the Senate. It pro- 
vides for the exemption from the limitations of that section 
“liabilities created by the endorsement of accepted bills of ex- 
change actually owned by the endorsing bank and discounted 
at home or abroad.” The exemption now provided by law ap- 
plies only to such bills discounted abroad. 

Effect is also being made to get the laws amended in the 
various states so as to give savings banks and trustees greater 
latitude in their investments in bankers’ acceptances; also to 
enable life insurance companies to invest in such bills. 

The discount houses and acceptance dealers in New York 
City carry large stocks of bankers’ bills. Their combined port- 
folios likely exceed $75,000,000 at this time. Investors can, 
therefore, obtain suitable names, maturities and denominations. 
Prime bankers’ acceptances can be sold in the open market 
any day. Funds may, therefore, be invested in them for any 
number of days. No fees or commissions are charged by the 
dealers. They discount the bills outright and take a chance 
on their ability to resell them, which they usually are able to 
do at a rate affording a gross profit of about % per cent. per 
annum on prime member names and about % per cent. per 
annum on the so-called non-member acceptances. 

In thirty months one house has discounted and resold to 
investors throughout the country an aggregate of $3,555,696,664 
of bankers’ acceptances. Every acceptance in this vast volume 
was paid promptly at maturity. This house discounted and 
resold in the first eight months of 1921 an aggregate of 
$1,204,406,400 of acceptances. The total turnover of this class 
of paper in the New York market alone for the current year 
will exceed $4,000,000,000. In addition to this a substantial 
volume was handled _by dealers in other important centers, 
notably Boston and Chicago. 


Arrangements have been made under which bankers’ ac- 
ceptances payable in any Federal reserve or branch Federal 
reserve city are collectable at par through the Federal re- 
serve clearing and collection system and the proceeds are made 
available on the day of maturity, through the gold settlement 
fund. Bills payable in Kansas City, Chicago, St. Louis, San 
Francisco, and the other Federal reserve and branch Federal 
reserve cities can thus be converted into actual cash at ma- 
turity in New York. Through the purchase and sale of bank- 
ers’ bills the shipment of gold from one Federal reserve center 
to another may be obviated and it is hoped that in the same 
manner when the system is further developed the shipment of 
gold from country to country may be minimized and in many 
instances obviated. 

While believing the acceptance method to be firmly estab- 
lished and regarding the year as strictly one of progress, your 
committee sees much important work ahead. The proposed 
legislation, state and national, should be followed up. Every 
effort should be made to broaden and further develop the open 
discount market. Facts about the acceptance method, particu- 
larly about the use of bankers’ acceptances, and the benefits to 
be derived therefrom, should be driven home to every banker 
in every city included in the membership of this Section. The 
rulings and regulations governing eligibility of acceptances are 
most confusing to our friends abroad and cause many to turn 
to sterling credits, who would much prefer to use dollar 
credits. Efforts should therefore be made to get these rulings 
and regulations simplified and minimized. 

Your committee recommends the appointment of a com- 
mittee of not less than three, nor more than five, to carry on 
this important work for the ensuing year. 


CHAIRMAN: A most scholarly and comprehensive report. 

The next speaker to address you will be Alexander Dunbar, 
vice-president and cashier of the Bank of Pittsburgh. He 
has been interested in clearing house problems for years, and 
while I have not the slightest idea in the world what the “Slo- 
gan of Today” is, I know it is going to be something good, and 
something interesting, because if the vice-president of that 
great institution, and the president of the Pennsylvania Bank- 
ers Association thinks it is worth while, I am sure it will be 
worth listening to. 


The Slogan of Today 
Address Delivered by 


ALEX. DUNBAR 
Vice-President and Cashier of the Bank of Pittsburgh National 
Association and President of the Pennsylvania 
Bankers Association 


Before the Clearing House Section at the Annual Convention 
of the American Bankers Association, Los Angeles, 
Calif., Tuesday, October 4, 1921 


It is a delightful pleasure to bring to this convention a 
message of practical optimism from the city of Pittsburgh and 
the state of Pennsylvania. 

The business outlook presents a brighter view, based—not 
upon theory—but upon actual figures. The improvement is 
“slow but steady” and will no doubt continue on a substantial 
but gradual “upward” basis for the next twelve months, until 
everyone who is willing to “give an honest day’s work for an 
honest day’s pay” will enjoy full employment for at least five 

ears. 

. Andrew Carnegie always said that the real barometer of 
business is iron and steel. This statement continues to be true. 
The low ebb in the tide of payrolls in the steel mills of Pitts- 
burgh was in July of this year. In August an increase of 20 
per cent. in the amount of payrolls was noted, with a further 
increase of 22 per cent. for September. In similar fashion 
the Pittsburgh bank clearings for September show a sub- 
stantial increase over August. Building permits issued in Sep- 
tember, covering construction work in Pittsburgh (not in- 
cluding dwellings or apartment houses), total the substantial 
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sum of $9,000,000. The increases I have just quoted concern- 
ing payrolls, bank clearings and building constructién are not 
large—nothing to get excited about—yet are substantial and 
satisfactory and give the optimist a real practical basis for his 
happiness. 

Optimism, as we all know, is the keeping alive of one’s 
expectations. Pessimism is the discouragement resulting from 
one’s selfish practices. Optimism constructs while pessimism 
destroys. We are confident that every wide-awake, red- 
blooded American, whether he be banker, laborer, merchant or 
industrial leader, prefers to belong to the construction gang 
rather than the wrecking crew. To be a full-fledged member 
of the construction gang we must first strangle selfishness 
and play the game fair and square on a broad-gauge basis of 
thinking in terms of the other fellow. 

Selfishness is the greatest sin of the age. It is destructive 
alike to business operations, individual dealings and world 
affairs. The International Peace Conference did not prove to 
be the success the world hoped for, simply because the repre- 
sentatives of the various countries approached the conference 
in a wrong state of mind. They seemed to consider it a 
matching of wits rather than a meeting of hearts and the 
results savored too much of selfishness. Hats off to President 
Harding for calling the disarmament conference to be held 
in Washington at an early date. He deserves the highest 
praise and greatest admiration of every citizen of not only 
America, but of the world. President Harding is an upstand- 
ing, red-blooded American with a big, unselfish heart, and we 
are confident that he will do his part to bring about a satis- 


* factory settlement. We all wish the conference greatest suc- 


cess and are hopeful of the outcome, but unless the delegates 
approach this meeting in a proper heart attitude, making the 
first order of business the disarmament of selfishness, we shall 
be just as much disappointed over the results as we were in 
connection with the peace conference. 

What is true of the affairs of nations is equally true of 
business organizations and individuals. Business organizations 
similar to nations are merely the sum-total of the individuals 
composing them. Take, for example, this splendid organiza- 
tion, the Clearing House Section of the American Bankers 
Association. In all activities of the American Bankers Asso- 
ciation I know of no greater constructive force than the Clear- 
ing House Section. Being organized with its local units in 
all sections of every state in the Union and having all com- 
munity questions of a financial character submitted to it, one 
could hardly imagine a more potential power for public and 
community advancement. Clearing house organizations enjoy 
the absolute confidence of the public in all matters discussed 
and decisions rendered. This, fellow bankers, should make us 
exceedingly careful to decide all questions on a broad-gauge, 
unselfish basis. 

My great admiration for and appreciation of the mag- 
nificent work you are doing is second only to the esteem in 
which I hold many of your members with whom I am honored 
to enjoy a personal acquaintanceship. 

I think sometimes that the clearing house activities are too 
much regarded in the same light as a fine watch. “The absolute 
dependence which we put in it, our utter lack of worry about 
its proper and continued functioning, makes us too often indif- 
ferent to a suitable appreciation of the nice mechanism which 
makes such smoothness and accuracy possible, and to the 
brains which conceived and coordinated the mechanism. Let 
us examine the principles which underlie the activities of a 
clearing house and see if we cannot find therein some cardinal 
principles which can be applied to other phases of our business. 
What is the magic of its success? In the first place, its very 
existence is the conceded necessity of cooperation. Wherever 
we find a clearing house we find all of its many contributing 
units helping each other in a broad community sense. This is 
the secret of its success. Cooperation and coordination. Can- 
not this lesson be also applied to the entire banking structure 
in a larger sense? I think so. The war has guided the foot- 
steps of millions of people through the front doors of Ameri- 
can banks who otherwise never would have thought of a bank. 
The majority, I venture a great majority, of these people think 
of the bank in terms of the cold marble of its architecture. 

hey have discovered, by the accident of a great catastrophe, 
the need and protection of a banking institution in their daily 
activities. The question which now faces these bankers is 
“Are these embryonic customers going to stay put?” Are they 
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going to be written into the permanent record of American 
business as assets or liabilities? The answer is in the hands of 
the bankers themselves. These people have made the initial 
gesture. They have, by their act of coming to the banker, 
labeled themselves as potentially desirable. No short-sighted 
policy should guide the banker in the handling of this impor- 
tant situation. In my judgment upon how this new crop 


of bank ccpositors is handled will determine in no small 
measure the future status of America’s economic structure. 

America, broadly speaking, is a spendthrift nation. Here 
we have millions of people literally pushed into our banks for 
the first time. The present industrial conditions are teaching 
millions more a stern but much-needed lesson in thrift. Now 
that we are rounding the corner it is clearly-the problem of 
the American banker to determine the best method to pursue 
to hold these hosts on the right road of systematic saving. 
We might submit several constructive suggestions, such as 
advertising service, etc., etc., but to probe more deeply and 
get down to the first essential and the key-note of the situation 
we are confident that bankers must establish MORE FRIEND- 
SHIP IN BUSINESS. 

I maintain, with all the earnestness of a profound convic- 
tion, that there is not enough of the “human touch” in our 
everyday contact with patrons. We bankers are on a pedestal 
to the average man and woman of the community. Incor- 
rectly these people assume that our intellect and judgment are 
superior to theirs. This mental attitude creates a false and 
frosty atmosphere which will kill the growth of confidence. It 
is our immediate duty, therefore, to have the American people 
think of our banks not as coldly, impersonal corporations, 
but in terms of friendly individuals, desiring to serve their best 
interests. That’s what we need, gentlemen, less of the frosty 
icing on our cake. It would be hard for any one of us here 
to pick a banker in this whole convention who is not a good, 
democratic fellow, but the unfortunate situation is that the 
public doesn’t know it, and the burden of proof is strictly on us. 

But how are we going to “sell” ourselves to the American 
people? How are we going to demonstrate to them that their 
“good will” is what we want? What must we do to convince 
the great masses that banks are created for the purpose of 
being used by them freely in everyday affairs (much in the 
same manner and with as little ceremony as a department 
store). In short, what must we do to popularize banking—be- 
—— that is what banking needs today more than any other 
thing. 

The answer is simple—you have been demonstrating the 
“solution” in the corridors and lobbies of the hotels at this 
convention. It is simply the affable SMILE, the exchange of 
confidences, the assumption of equality, the cordial handshake 
and the outward expression of warm hearts—that is the sort 
of atmosphere which breeds confidence, and the only kind 
which does. Do not make the fatal mistake of thinking that 
you can “sell” your institution strictly on knowledge or strictly 
on ability. The American masses are moved by impressions 
and the pleasant smile of the most humble employee will de- 
velop more friends for the bank than a masterly mind but cold 
hedrt of the highest officer. 

In summing up, may I say that the rehabilitation of 
world business and world affairs rests four-square upon the 
practice of the old-fashioned but ever-beautiful doctrine, “Do 
unto others as you would have others do unto you.” Human- 
ity has tried every other device of its own making to solve its 
problems and has failed dismally. We are now at a point 
where there is no alternative. We must follow the Golden 
Rule, if not from love, then from sheer force of necessity. 
Let me therefore emphasize once more that any scheme 
attempting the permanent peace and happiness of the world 
will fail utterly unless its taproots are entwined in this first 
fundamental of human happiness, which, in my humble judg- 
ment, is the “Slogan of Today,”—“Do unto others as you 
would have others do unto you.” 


CHAIRMAN: In these trying times which we have just 
passed through I think all bankers are more convinced than 
ever before that true values are not determinable in terms of 
dollars and cents alone. We have with us today an expert in 
intangible finance in which all of us are, or at least should be, 
interested at least as much as we are in our own business. 
Our next speaker has held pastorates in New York and Boston, 
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and today he enjoys the reputation, not only among his Bap- 
tist followers and friends, but among his fellow citizens, as 
one of the livest wires of which the city can boast. It is my 
pleasure and privilege to present the Rev. James A. Francis, 
pastor of the First Baptist Church of Los Angeles. 

Rev. James A. Francis: I am a little flustered at that in- 
troduction. ~And I will announce right now that when the 
American edition of my life is writtén I am going to employ 
this gentleman to write it. I felt a little embarrassed even 
when I first came in. I felt like General Grant in his intro- 
duction to Mark Twain. They were introduced, and then en- 
sued an awkward pause. Finally Mark Twain said, “I am a 
bit embarrassed. Are you?” 

One of the finest assets in any man’s life is a keen and 
accurate sense of values. It is his sense of life’s perspective. 
It is his power to discriminate between the things that are 
trivial and transient, the things that are abiding and perma- 
nent; between the things that minister to us every day and 
every hour and the things that constitute the permanent fur- 
nishings of human life, for all time, and for all that is beyond. 
And it is in that larger sense that I will talk of values. 

Man, on this earth, has created two kinds of values. One 
we are all acquainted with. That is what we call material 
values. I say “created,” and I use the word advisedly. Of 
course, the raw material is here, or else man could not have 
created anything, because man has never made anything of 
nothing. Yet the whole fabric of our civilization consists of 
values that were made by man out of raw material, that was 
practically, or nearly, worthless. 

Take a chunk of pig iron. It is worth only a few cents at 
the most. But let man make it into steel, and then work it up 
into the finest quality of steel, and then let still other skilled 
workmen make it into watch springs, and instead of that piece 
of iron being worth a few paltry cents, it is. worth hundreds 
of thousands of dollars. A vast fortune. What put the 
fortune into it? Man’s ingenuity, man’s energy. He put the 
value into that steel and produced the stupendous discrepancy 
between the value of the pig iron and the value of the watch 
spring. You know perfectly well that man is a tremendous 
creator of material values. 

You are charged, in this country, with the handling, in a 
special sense, of these great material values. You know as 
well as I that all business is built on the confidence of men in 
each other. If I hold in my hand a package of bonds worth, 
say, $100,000, if you take away confidence, take away the confi- 
dence of man in man, I have only a handful of waste paper. 

You are the trustees, to a large extent, of the material 
values here in these great United States. Now, I tremble 
sometimes at the prosperity of the United States. It is 
almost beyond belief. It outdoes any dream of the past. 
We happen to be standing in what we call the economical 
and industrial financial white spot. That is not a matter 
for California to brag about. It is a matter to be grateful 
for. Because a great part of our prosperity originated some- 
where else. Some one simply skims the cream off, and it 
came here. 


Our Collector of Internal Revenue told us the other day 
that the internal revenue fees, the receipts from income 
taxes, of the United States fell in 1920 $853,000,000 below 
1919. But the single district that centers here in Los Angeles, 
instead of falling behind went ahead $1,600,000. 

At the present moment there are more individual income 
tax payers per thousand in this district, here in the South- 


west, than in any other district in the world. So, I tremble 
at the prosperity of the United States because prosperity is 
worse than—a much greater test of humanity, and humanity’s 
stability—than adversity. 

Coming again to Southern California, where these great 
incomes are earned, we have seen men who have seemed to 
be well balanced, until their incomes suddenly jumped from 
$25 a week to $1,000 a week, and they simply could not 
stand the pressure. They went out of their heads. And 
after a little while they got to behaving so badly that we 
had to take charge of them. And our country is constantly, 
especially in times of greatest prosperity, in that danger. 

But it is not of these values that I particularly want to 
speak today. Man has created another kind of value. I 
am using the word “created” concerning these intangible 
values just as rightly as I use it concerning material values. 
Our values consist not simply of blocks of buildings, great 
railroads, steamship lines, telegraph and _ telephone lines, 
stocks and bonds. No. Our real values consist of human 
ideals, that have a place in men’s hearts and lives. The 
construction of these human ideals is a far vaster, grander 
achievement on-the part of men than the construction of 
any material thing. 

The originating of a great ideal, and securing its accept- 
ance by a large number of people is a far greater accom- 
plishment than the building of a canal, or the putting in 
of a great water system. The things which we take so largely 
as a matter of course are those ideals that have been forged 
out with much suffering and persecution, and labor and 
pains, by generation after generation. 

In the truest sense we are the heirs of all the ages, fore- 
most in the files of time, and the men who live in these 
days are contributing to our ideals. 

What I would like to say, particularly, is this. Here 
are two sets of values—material values, which man has 
created by his industry and ingenuity; and intangible values, 
which he has created with his brain and heart and imagina- 
tion. 

The values we speak of as love, loyalty, honesty, integrity, 
patriotism, faith—you cannot win them; you cannot measure 
them, you cannot buy them, you cannot sell them, you cannot 
see them, you cannot touch them—and yet they are far more 
real than anything that was ever built by human hands—far 
more real than these substantial cities in which we live. 

What about intangible values and their relation to material 
values? Material value exists for the sake of establishing 
and perpetuating intangible values. Let us see if that is not 
so? I came across a young fellow the other day who was 
building himself a home. It is going to be a little palace. 
It is the kind of home for a man of culture and faith. We 
talked about his home for a while, and then with a kindly 
light in his eye, that I liked to see, he said, “But I haven't 
talked to you about the best thing I have got.” He put 
his hand in his pocket and took out a folder. He says, 
“There she is.” And there was a face of a little girl. That 
was the foundation of that home. That home was built for 
and around that girl. He was putting a great lot of material 
value into something for the sake of some values that are 
not material. 

But now, just suppose that some day a tragic thing 
should happen—as it sometimes does—and he should awake 
to the fact that he hasn’t after all that ideal in his home. 
Suppose he should awake to find that he did not have love, 
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and affection, and fidelity—that sacred thing for which the 
home was builded. That fellow would say, “You can dyna- 
mite the thing, as far as I am concerned. I have no further 
use for it. That for which it was built is gone, so that 
which is left is nothing but a hollow mockery.” 

If you haven’t these ideals, these intangible values, as a 
foundation for the home, I do not care whether it is a palace 
or a hovel, it is nothing but four walls and a roof, to keep 
out the rain—and the grave is nothing but a dark hole in the 
ground. No matter how wealthy you are, no matter how 
splendid you are, you are as nothing without these ideals. 

There is a company of people over here building a church. 
My! but they are putting a lot of money into it. Some of 
them have mortgaged their homes to pay their subscriptions. 
Let us look at it. Same kind of stone as in any other 
building; same kind of cement as in any other building. In 
fact, the last building that that contractor built was a business 
sky-scraper. In this edifice he is putting the same kind of 
brains, the same kind of work, the same kind of material. 
No difference between that and the sky-scraper. 

But let’s see. What is it built for? It is built around 
an ideal. It is to be a place where folks can gather in 
public, in communion, and express their allegiance to and 
their confidence in, and their worship of the great head and 
heart of the universe. 

But suppose that the tragic thing should happen; that that 
ideal should go out of that place; that it should become 
nothing but a nasty nest of Pharisees. What then? Unless 
ideals can be restored, the quicker that thing is demolished, 
the better. It would be better to have a macaroni. factory 
there, or something that would do men some good, than to 
have that kind of a mockery standing there. 

The finest cathedral on earth does not get its value from 
the finely chiseled stone, the beautfully stained windows, 
the graceful arches, the stately columns. It gets its value 
from the ideals that are enshrined therein, and when those 
ideals are gone, glory has departed, no matter what is left. 

I was in France when the Germans battered down that 
great cathedral where the French kings used to be crowned. 
It seemed as if every peasant from end to end of France 
felt as if his heart had been stabbed. It was so many 
millions of dollar’s worth of property destroyed, but there 
was something that was destroyed that was worth more 
than all the millions in the world; something that no wealth 
can possibly replace. You can build a new cathedral, if it 
is advisable to do so, but you never can restore that one, 
with its traditions and its ideals, that seem to be instilled 
into the very stones of which it was built. 

Now let me turn from buildings to another institution. 
We have the day, and then the week. All the material values, 
all the marts of trade, all the mighty wheels of commerce 
are affected on the first day of each week. By what? An 
ideal. Hundreds, thousands, of men throw down their tools, 
or close their desks, on Saturday night and do not come 
back until Monday morning. What means this stoppage of 
the world’s business? What is that ideal? It means that 
the men who work, with their heads as well as those that 
work with their hands, shall have a day of rest, and that 
they have an opportunity for a day of fellowship with the 
Unseen, a day which they can invite their souls on a vaca- 
tion, and enter into the things that are. Look at what we 
sacrifice for that day. It is worth it. I am not speaking 
from the point of view of a religious man, of a preacher, 
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but from the point of view of any man. I say, it is well 
worth it. 

I am not undervaluing these material values. I know that 
there are some things that money cannot buy. But there are 
a great many things that money can buy, and the older I grow 
the more I realize that a large part of the discipline of a man’s 
life is of having the care of handling and the responsibility of 
a little bit of property. 

When the Great Teacher was on this earth, and seeking to 
surround himself with a group of men who would be the fu- 
ture teachers of the world, he did not choose magnates, and 
he did not choose a group of hoboes. But he chose working 
men, men who owned a little property, and knew something of 
the value of property. There is nothing in which He is more 
certain than in that very thing. We hear some people or some 
preachers say that he had no sense of the value of material 
things—these things that we buy with money. They say those 
things were of no value to him. But I say, there was never 
a man on earth who talked more sanely about money and its 
value and uses than He did. 

You are living in the midst of great material values. You 
are charged with the responsibility of the handling of them, 
in a special, peculiar sense. You are living in the midst of 
vast, intangible values, that have come through the struggles 
of the generations, and you are charged, as high minded, high 
grade men, with the responsibility for emphasizing, maintain- 
ing and upholding these fine moral ideals. Let us put the two 
together and realize that it is by the use of these material 
values, and these things of abiding character, these eternal 
values, that we can make human life in our cities really worth 
while. 

CHAIRMAN: I want to say to you, Doctor, that the Clear- 
ing House Section is most pleased with this wonderful talk. 
We appreciate the Doctor’s words of wisdom and admonition. 

No title assigned to the next speaker. There is really none 
necessary, because with such an eminent student of economics 
and finance as the next speaker is, a title really is out of place, 
inappropriate. I take pleasure in presenting to you Fred I. 
Kent, vice-president Bankers Trust Company, New York City. 
( Applause.) 


American Business and Acceptances 


By FRED KENT 
Vice-President Bankers Trust Company of New York 


There are nations on the earth centuries old, whose peoples 
today are living in filth and ignorance and whose manner of 
existence is little above that of animals. There are, in the 
United States of America, men and women from many such 
nations who are educated, living cleanly lives, and who are 
doing their part towards thé upbuilding of the civilization of 
the world. The great general average of the life and intelli- 
gence of the foreign people of the United States is far higher 
than was true with these same people when in their home 
lands, and many of their children are finely educated and are 
living in a manner incomprehensible to their foreign grand- 
parents. 

There are many reasons for this difference in mental and 
physical conditions, but one of the most important causes lies 
in the development of American business. First existence, and 
then manner of livelihood and education, depend upon busi- 
ness. If business is carried on in a squalid and generally dis- 
honest manner, life will be squalid. On the other hand, when 
business is on a high general plane of integrity and so devel- 
oped as to result in savings to the community, mankind passes 
from a life of mere existence to one where the development 
of science, art and government becomes possible. 
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The so-called fads of business men, representing their great- 
est interests outside of their business, are exercised to the en- 
couragement of men of science and those whose strongest force 
lies in art. Attention to such fads helps make business better 
and serves to broaden the lives of all workers in every field. 

Quick means of transportation, electric light, telephones, 
and all of the other time-saving and comfort-giving inventions 
are the direct products of business. Science, of course, has 
played its part, but without the encouragement of business, 
science would never have had either the time or incentive for 
accomplishment. 

It is unfortunate that many men of talent, whose sole oppor- 
tunity to make use of their talents, whatever they may be, 
depends entirely upon successful business, should make their 
fad outside of their business, that of decrying the business of 
other men. Then they sneer at the business man whose own 
fads make possible the development of their particular talents. 
While it is natural that such men, not understanding business, 
should often become the catspaws of the dishonest and of the 
agitator against business, yet that does not save them from 
being bad citizens if they allow themselves to indulge in un- 
intelligent criticism of things about which they know nothing, 
or where such knowledge as they may think they possess has 
been gathered from false sources. 

The frailty of man enters every walk of life, and some in- 
dividuals are going to abuse opportunities in every sphere of 
man’s activity, but the greatest good for the greatest number 
requires deeper knowledge before criticism than is covered in 
the mistakes of a few in any phase of living. 

The greatest example in all history of the falsity of the 
criticism of business, simply as such, lies in the condition of 
Russia today. Before the war, business in Russia was not car- 
ried on as it should have been, but even under the dishonest 
conditions which then prevailed, life was possible and living 
comfortable to millions. Then there came into power those 
who pretended to wish to correct conditions by killing busi- 
ness. That they succeeded in killing business is true, but in 
doing so they brought on their people suffering and starvation 
that will be the horror of the world for centuries. Not until 
business is brought back to life will Russia live again. Further 
business is not for government, but for the people under proper 
governmental regulation. 

Even in the United States, business is frequently endan- 
gered by governmental attack, developed for political purposes. 
In Congress today we have so-called blocs, which undertake to 
protect certain classes of our people at the expense of other 
classes. These blocs are formed by men whose sworn duty it 
is to protect every class of American citizen. When our law 
makers join special blocs they prejudice themselves against the 
interests of other classes, in spite of any intentions they may 
have to be fair to all. But the most detrimental effect of such 
prejudice lies in the certain failure of such blocs to aid those 
they are bound together to serve, because they blind themselves 
to the fact that the prosperity of one class is dependent upon 
the prosperity of all classes. It is a pity to see real men allow 
themselves to be bound by such cheap political methods, when 
if not blocked by their own blocs, they could so much better 
help those who need their aid, 

All success of our President who would destroy these perni- 
cious blocs and line up our Congress, every man for his coun- 
try, to the best of his ability. 

To aid in the development of American business, we added, 
with the inception of the Federal reserve system, a new form 
of financial instrument called an acceptance. While the accept- 
ance had been in use in Europe and other parts of the world, 
for a long period, yet it had never taken its proper place in the 
business of the United States. The need for this instrument 
of credit, especially to further our foreign trade, was so great, 
however, that we purchased, for a commission, from foreign 
banks, particularly those of Great Britain, the right to use their 
acceptances until the Federal Reserve Act enabled us to create 
our own. 

Two forms of acceptances are used to further business—the 
bankers’ acceptance and the trade acceptance. We will only 
consider the bankers’ acceptance at present. A bankers’ accept- 
ance should be confined, almost without exception, to three pri- 
mary legitimate uses, all of which are for the purpose of 
furthering trade and which are as follows: 


First: To furnish funds to a seller, against the guarantee 


to the accepting banker, of a buyer to pay the acceptance at 
maturity. The time for which such an acceptance should be 
given should closely follow the time necessary to cover the 
period of transportation and delivery of goods from the seller 
to the buyer and, in special cases where the buyer has sold the 
goods for prompt delivery, until time for payment to be made 
to him. The period of time an acceptance has to run should 
not cover the carrying of goods in stock for indefinite sale. 

Second: To create foreign exchange. The use of a 
bankers’ acceptance for this purpose is primarily to enable 
the creation of foreign exchange, for sale to importers who 
may require such exchange at a season of the year when 
exports are not going forward. Acceptances so drawn are 
created with the expectancy that they will mature at a 
time when a preponderance of exports will furnish exchange 
to meet them. 

Third: To carry goods in warehouse which have actually 
been sold for future delivery. The whole theory of the 
acceptance is that it should be a self-liquidating piece of 
ag Otherwise, the public cannot honorably be asked to 
uy it. 

The regulations of the Federal Reserve Board, declaring 
as to the eligibility for purchase by Federal reserve banks 
of bankers’ acceptances, are aimed to protect the market 
as well as the Federal reserve banks themselves, from the 
nn of bankers’ acceptances which are not self liqui- 
ating. 

Throughout the war, and since the armistice, until recently, 
the regulations of the Federal Reserve Board have answered 
every requirement. At present, however, the entirely proper 
desire of the Board to prevent the creation of acceptances 
where promissory notes should be used, has resulted in the 
issuance of regulations which necessitate carrying on an im- 
mense amount of trade under promissory notes which could 
legitimately and beneficially be done by acceptances. It 
would seem as though the best way to regulate the eligibility 
of bankers’ acceptances, for purchase by Federal reserve banks 
in the future, might be for the Federal Reserve Board to 
issue more general regulations and allow Federal reserve 
banks to pass on special cases through their own officers or 
special examiners. As the attitude of the Federal Reserve 
Board has always been to foster the issue of acceptances 
in every legitimate way, we can confidently look forward 
to their reconsideration of the present regulations at the 
proper time. 

The importance of bankers’ and trade acceptances to the 
business community is such that it is essential that bankers 
and the public be educated as to their uses and also their 
abuses. Again it is necessary that the development of the 
use of such instruments be carefully watched, and that the 
interests of all concerned be protected 

This situation was recognized at once after the passage 
of the Federal Reserve Act, which authorized member banks 
to accept time drafts drawn upon them, and the American 
Acceptance Council was formed. This council is made up 
of bankers and merchants throughout the United States whose 
representatives are constantly studying the development of 
the acceptance business in this country and abroad, for 
the purpose of bettering procedure wherever possible, and to 
keep those who may be interested, fully informed of all 
matters pertaining to the issue of acceptances. Such informa- 
tion is issued to members of the council through The Accept- 
ance Bulletin which is published monthly. It is to the interest 
of bankers generally that they keep constantly in touch with 
the acceptance phase of banking, and there is no way that 
it can be done more effectively, or with less expense and 
trouble, than through association with the American Accept- 
ance Council which carries with it The Acceptance Bulletin. 

Some little idea as to the growth of bankers’ acceptances 
in the United States is shown in the figures of outstanding 
acceptances which, as compiled for The Acceptance Bulletin, 
showed on April 1, 1920, a total of $799,001,237.42, and on 
April 1, 1921, $664,092,113.79. 


Safety in the use of acceptances depends upon credit, 
exactly as is true when dealing in promissory notes. This 
fact cannot be too strongly impressed upon bankers who 
would do an acceptance business. As giving an acceptance 


enables a client to obtain his funds from sources other than 
the accepting banker. 


It does not require the same con- 
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sideration as to the use of surplus funds, as when money 
is advanced on promissory notes, but, at maturity of an 
acceptance, the goodness of a drawer or guarantor is exactly 
as important, for the accepting banker must meet his paper 
regardless of whether he receive his money from the one 
for whom he has accepted or not. The most important 
thing to consider, therefore, in the granting of acceptances, 
is credit. Again, as acceptances are so largely used in 
foreign trade, international credit must be studied also. 

What, therefore, is credit? Credit is based upon those 
things and the character of men which differentiate them 
from mere animals, and that enabled them to make progress 
towards rational living.’ Such characteristics include three 
principal forces: 

First: The power to calculate, which covers the ability 
to understand proportion in its application to mathematics 
and to physical conditions as they apply to men’s welfare, 
both present and future, and that is represented in the desire 
for saving and conservation. 

Second: The ability to produce material things, or a 
means to enable other producers of material things to market 
them, which is intimately bound up in the power of calcula- 
tion, and 

Third: Integrity of purpose, without which the other 
forces in man’s nature becomes more dangerous as their 
powers increase. When individuals deal with other indi- 
viduals, these three attributes must be properly developed 
in the person of both buyer and seller, to enable safety in 
exchange of goods. When, however, dealings have—on one 
side or both—organizations embodying numbers of indi- 
viduals, the powers of calculation, production and distribu- 
tion may be divided among them and strengthen credit, always 
provided integrity of purpose exists among all those con- 
cerned who have any power or force in management. Credit, 
under such circumstances, can be safely advanced, provided 
one other element exists, namely—the ability of individuals, 
or combination of individuals, in organizations to carry out 
their own wills. Such ability is dependent upon government. 
If, through dishonest despotism or weak government, the 
operations of men of integrity or ability are curtailed or 
prevented, or the proceeds of their activities are taken 
through excess or confiscation, the extension of credit to 
individuals or organizations controlled by such government, 
or lack of government, is attended with great danger. 

Carrying on a domestic business with safety, under an 
extension of credits to those of ability and reliability, requires 
only the consideration of the power, efficiency and integrity 
of the domestic government. When, however, one is engaged 
in international trade, these same qualifications in foreign 
governments, must be considered in so far as they apply to 
those with whom trade is being carried on. In proportion, 
therefore, as the men of any nation are controlled or apt 
to be controlled by brute instincts, which may be summarized 
in the word “selfishness,” as exercised at the expense of the 
rights of others, does the extension of credit in such nations 
become dangerous. 

The trade of the world is carried on in order that men 
may live and that humanity may make progress in science 
and art, with the resultant increase in the value of life and 
in the comfort and happiness of ‘living. This being true, it 
is necessary for mankind that all barriers which interfere 
with the development of trade, be removed as rapidly as 
education of the masses makes possible. 

One of the principal difficulties in carrying on foreign 
trade is the imposition, in some countries, through govern- 
ment, of the will of the ignorant, dishonest and self-seeking 
upon that of men of vision, ability and integrity. In every 
nation, where the will of the masses is exercised through 
the inefficient and dishonest, who control or curtail the devel- 
opment of trade through unwise regulation or government 
operation, progress is delayed. 

Whether a government is Democratic, Socialistic, or other- 
wise, a constantly changing succession of individuals is going 
to be in control. The real difference in governments is largely 
represented in the method of selection of those in control. 
There are only two methods under which the individuals who 
execute the powers of government can be selected. One, 
through the exercise of physical force and the other through 
the influence of mental power, as applied through appeal to 
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the masses. The world, long ago, admitted the general 
inefficiency and undesirability from the standpoint of the 
progress of humanity, of the selection of the heads of govern- 
ments by means of brute force. That such means are still 
in effect does not change the fact that they are wrong. 
The other means for selection of individual forces of gov- 
ernment—that is, through appeal to the minds of men, must 
also be made in one of two ways: through appeal to the 
passions or through appeal to the intelligence. 

Successful appeal to the passions of men does not require 
the same ability and understanding that is true when appeal 
is made to the intelligence. 

Further, success in appeal to the passions does not require 
honest intention nor integrity in presentation. We therefore 
find that the vicious politician, and all those men of weak 
character who would willingly destroy the happiness of mul- 
titudes for life, for a moment of pleasure for themselves, 
make their appeal to the passions of men. Unfortunately 
such persons are able to attract the impractical who live 
off the proceeds of successful business, possibly without 
realizing it, and who, in many cases, have ability in special 
lines of endeavor of tremendous value to the world when it 
is not nullified through the association and the acceptance 
of the wills of the vicious and self-seeking. 

We therefore find so-called “idealism” interwoven with 
appeal to the passions in such a way that a further number 
of individuals of fine intention are carried away by false 
doctrines. 

To the great detriment of the world, men of letters of 
more than average ability to carry the thought of readers, 
have filled books with the development of argument based 
on false promises, which have resulted in a tremendous 
library of vicious teaching. It is to this library, with its 
wordy attraction to the impractical, that many of our teachers 
and professors run for their information, which is at the 
bottom of the false teaching being received by the growing 
minds of youth in many of our schools and universities. We 
therefore have an accumulating force of unmatured thought, 
multiplied by the impetuosity of the feeling of youthful 
discovery that is used by the vicious for their own ends 
until it has been off-set through practical experience and 
growing understanding. 

The other forms of appeal to the mentality of men, that 
is through their intelligence, is most difficult of success. It 
necessitates the development of problems of construction that 
are always harder than those of destruction, which are used 
by those who apneal to the passions. It takes a higher mental 
development and understanding to carry the interest of those 
who make up one’s audience, either through the written or 
spoken word, but the continued progress of the world clearly 
shows that the measure of success of constructive minds is 
greater than that of the destructive ones, even though the 
latter fill the eye and mind of the world periodically, during 
which there are often times of great degeneration. 

The world, at the moment, is going through just such 
a period, and the lives of millions upon millions of human 
beings have been, and are now involved in terrible suffering, 
as a consequence. History has told us that the wave of 
discord which has swept the earth, fostered by the seething 
centers of the propagandist, will be overcome and that ra- 
tionalism will return to the lives of men, and present events 
have said, with equal force, that the tide has turned and 
that integrity and intelligence have been born of passion and 
dishonesty, and are now growing throughout the world. As 
individuals and their combinations in the business world 
become stronger and stronger in intelligence and integrity, 
and the government of nations begin to respond to such 
forces, the extension of international credit will grow safer 
and safer, and the international trade of the world, with all 
its benefits to men, will be reestablished. But it will require 
the constant exercise, on the part of every right-thinking 
citizen, of his every force for good if we would further 
the coming of such a condition and defeat those who would 
destroy all that is best in the desires of mankind. That such 
will be our effort. no man can doubt, and that we will succeed 
is clearly foretold in the triumphs of our people over every 
power for evil which has grown to be a menace, since the 
birth of our nation. American business will then have sur- 
passed its pre-war record for ability and integrity and will 
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once more be a real force in the development of civilization. 
Again we may be proud of our great institutions and the 
aie part they will play in making possible, rational 
iving. 

From the savings of American business, there will also 
result greater development in art, science and government, 
and the whole world will be enriched by our strength of 
purpose and our industry. (Applause.) 


CHAIRMAN: Our next speaker really requires no introduc- 
tion. Mr. Locke has been in the banking business in different 
places and the immediate position that he now holds is man- 
ager of the Federal Reserve Bank, Detroit, Mich., but another 
step in the evolution of a progressive young banker who is 
going rapidly upward. 


The Institute Clearing House 
ROBERT B. LOCKE 


For a long time past the bank officials have been congratu- 
lating themselves that the bank clerks of this country have 
never organized themselves into a bank clerks’ union. They 
have trembled when they have thought of what the effect might 
be if a bank clerk’s union were organized. The unions in 
the meantime have not been sitting back and doing noth- 
ing. They have recognized what strength there is in a 
bank clerks’ union, not alone to the labor organizations 
of this country. In one of our middle western states, 
within the last two years, they did attempt to organize a bank 
clerks’ union and they got so far as to grant a charter to the 
bank clerks’ union of that city. What was the result? When 
the smoke of their membership campaign cleared away it 
showed they had fifty-five members in the union and of the 
fifty-five members all but sixteen of them were employed in 
one bank that was known as a non-institute bank, and all of 
the officers of this union were employed in the non-institute. 
bank. That only goes to show what the institute means in 
that bank. 

I have spoken about what the possibilities might be if there 
were a union, I want to make a rather strange state- 
ment now, that I believe that there is a bank clerks’ 
“union” in this country and I believe that that union is the 
American Institute of Banking. If I may for a few mo- 
ments assume that the American Institute of Banking is a 
bank clerks’ union, I would like to follow that statement up 
by stating that I believe it is an ideal labor organization. I 
believe that if all the other labor organizations in this country 
were governed by the principles under which the American 
Insitute of Banking is governed, half of the battle between 
capital and labor would be wiped away. 

It has been the custom of some bank officials to regard the 
American Institute of Banking as rather a kindergarten. It 
is true that its principal function is to deal with the younger 
bank men. But the American Institute of Banking, I want 
to assure you, is very far from being a kindergarten proposi- 
tion. To support my statement, I call your attention to the 
fact that every officer of the American Institute—and I am 
now speaking of our national organization, made up of ninety- 
two city chapters—every officer or every member of the Execu- 
tive Council of the American Institute of Banking, twelve in 
number, are bank officials. Perhaps the question will pop into 
your mind, why are these bank officers, men just like you, 
qualified to sit in this convention as much as you are? Why do 
these men retain their interest in the American Institute of 
Banking in sufficient degree to warrant their services as offi- 
cials of the American Institute of Banking? When I con- 
sented to run for Vice-President of the American Institute of 
Banking one of my friends asked me, “What do you want to 
do that for?” I was at a loss to give a satisfactory answer. It 
remained for me to go to New York and to talk to our execu- 
cutive manager, Mr. Bowerman, to get a real answer to that 
question, which applies to every Institute man. We had just 
returned from the national convention of the Institute in 
Minneapolis. Mr. Bowerman told me that to him the most 
wonderful thing about the Institute of Banking was that en- 


thusiastic, unselfish desire of those who had reaped its bene- 
fits to urge and see others reap the same benefits. Now, can 
you imagine anything any more loyal or unselfish than to see 
a successful man willing to go out of the way to point out to 
young men, young fellows who are coming along, to point out 
the way through which it is possible for them to reach success? 
And that is one of the outstanding features of the Institute— 
the loyalty of its members who have reaped its benefits. 

But it takes money. I feel like the preacher on that won- 
derful days of days, when he talks about money. It takes 
more money to run an Institute chapter than it is possible for 
the boys to contribute. It is not possible to charge sufficient 
dues to support the chapters properly. Therefore, it becomes 
necessary to raise money in other ways and the most common 
way is for the banks to contribute money. I want to urge 
you gentlemen here today to get behind the Institute chapters 
in your city financially. In urging that we have no complaint 
I don’t know that it needs particular urging, but perhaps it 
will not do any harm to point out some of the ways in which 
that can be done. And I believe an ample appropriation has 
its place in every clearing house budget. In every city where 
there is an Institute chapter, bank officials for the most part 
realize the advantage to the banks themselves of the chapter. 
The Institute is conducted for two things: For what it will 
do for its members and what it will do in service for the 
banks. In most cities it is customary for the Clearing House 
Committee to ask the president of the local chapter what he 
wil need. And it is good training to make him point out for 
just what purposes he needs your money, just what they are 
going to do with it. I do not advocate that clearing house or 
individual banks shall agree to give'a chapter all the money 
that is asked for. I believe the chapter should be required 
and obliged to give a proper budget. Then if it seems reason- 
able to the members of the clearing house, to the individual 
banks, you should get behind them and say, “Yes, you can have 
that amount of money.” They are doing that all over the 
country. If there are any gentlemen here that have hesitated 
about the money, what amount of money the Institute should 
have, I urge you to consider the great advantage which this 
work is to your individual banks, even to the extent of keeping 
out the so-called unions, because if we have a union there is 
no knowing what might happen—a union organized under a 
charter of the American Federation of Labor, for instance. 

At the Institution convention in New Orleans, 1918, a reso- 
lution was adopted: 

“We believe in the equitable cooperation of employer and 
employees.” That was the first point. The second point: “We 
are oposed to all attempts to limit production.” That may 
have meant more then than now, because there is not much of 
an attempt now at limiting production. But it meant a great 
deal more then. Thirdly, it was opposed to all attempts to 
limit individual initiative. That is one reason why the Insti- 
tute will have nothing to do with the unions. The members 
of the Institute are opposed to all attempts looking toward 
limiting individual initiative. They are not going to accept 
any standard wage scale. They want the opportunity to go 
along and receive just compensation for the labor performed. 
If they are capable and able to do more than the other fellow, 
why, they want to be paid for it; they want no standard wage 
scale. And, most important of all, the resolution was com- 
pleted by the statement that, “We are opposed to all p!ans pur- 
porting to promote our material welfare upon any other basis 
than that of pure unadulterated Americanism.” I thank you. 
( Applause.) 


CHAIRMAN: The Executive Committee of this Section will 
kindly remain. And I wish to say to the speakers on the after- 
noon program and those who have sat through the programs 
of this section, that the section wants to record its hearty and 
sincere gratitude. 

Mr. Rincotp: I want to call your attention to this program 
for Thursday afternoon. In our mind it is one of the most 
important that has ever taken place in a section of the Ameri- 
can Bankers Association. I would like very much to have 
each of you on hand and be sure to have three of your friends 
come along. 
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Second Session 
OcroBer 6, 2 P. M. 


Joun R. Wasusurn, Vice-President, called the meeting 
to order. 

CHAIRMAN: I think every one knows that we are without 
our President today, A. A. Crane of Minneapolis, who very 
unfortunately could not attend the convention this year. We 
were very fortunate, however, to have Raymond F. McNally 
preside on Tuesday. I understand, he conducted the best meet- 
ing our section has ever had. His untiring efforts in behalf 
of this section have been one of its most highly valued pos- 
sessions in recent years, and we are signally fortunate to 
have him with us this afternoon. I take great pleasure in 
introducing Raymond F. McNally of St. Louis. (Applause.) 


Shall We Abolish the Publication 


of Bank Clearings 
By RAYMOND F. McNALLY 


I confess I did not pick the subject because I admit I 
don’t like the wording of it—“Shall we abolish?” Of course, 
it is not possible to have the title of a thing as complete as 
it might be, but I would like to have you think I was talk- 
ing on the subject of “Shall We Substitute for Bank Clear- 
ings the Publication of Daily Bank Transactions?” 

A start has to be made somewhere in a movement of this 
nature and the St. Louis Clearing House Association took 
it upon itself in the past year to write the various clearing 
houses all over the country asking their views. I have a 
formidable array of replies and the general tenor of the 
replies was that it was admitted the publication of the clear- 
ings did not entirely set forth the facts as to the business 
activity of the respective cities in which the clearings were 
published. There were a few cities indifferent, one or two 
cities frankly opposed to any change in method. 

This is not a set address, more in the nature of a debate. 
Anybody who has questions to ask, anyone with remarks to 
make, I want to feel free to do so either at the close of 
what I have to.say or during the course of my remarks, 
because a resolution is going to be reported from the Reso- 
—_ Committee and we might as well discuss it now as 
ater. 
Why are clearings published? Because it was about the 
only commercial method we really had of learning just how 
business conditions were in cities. The inference is that if 
people have money to spend they give checks and, conse- 
quently, the more checks the more money to spend and the 
more business done in those cities. Away back in 1868 the 
St. Louis Clearing House Association was organized. There 
were 35 banks in the Clearing House Association. At the 
present time we have 4 banks in St. Louis, in any one 
of which the deposits are greater than the total deposits of 
those 35 banks in 1868, and yet instead of having 35 banks 
at the present time we only have 14. I think practically 
every large city can show a similar trend to consolidation on 
the part of banks. Now, if as a result of consolidation, two 
or, as in some cases, three and often four banks get together, 
does it not naturally follow that the clearings from those 
four banks would be greater than the clearings from the one 
bank would be, because, where bank A in the consolidation 
formerly used to get checks on bank C and bank D, now 
when they are all consolidated in bank D or bank E, why 
naturally those checks that had to go through the clearing 
house stay in the one bank, thereby reducing the clearings. 
The natural comment would be that this is a very nice 
theory. But how does it work out in actual experience? How 
do the clearing house managers in St. Louis go over the 
clearings for the three branch banks that were consolidated 
and make the First National Bank of St. Louis, and the 
two banks that were consolidated in the Liberty Central 
Trust Company of St. Louis? Now, it is interesting to note 
that the total clearings in the First National Bank show a 
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decrease for the corresponding period after the consolidation 
of 39.4 per cent. In the Liberty Central Trust Company the 
decrease is 47 per cent. In other words, these banks—the 
Liberty Central Trust Company, for example—their clearings 
are almost one-half of what the clearings of the two con- 
stituent banks used to be, thereby proving that when you 
have consolidations your clearings are reduced. But I don’t 
think anybody would state that that means any decrease in 
business activity or that there are any less number of checks 
being given or that the customers are not as prone as they 
were before to issue those checks. 


A rule to be effective has to be universal; it ought to 
apply everywhere with equal force. Take another illustra- 
tion: The city of Birmingham, Alabama, has 200,000 inhabi- 
tants. For some strange reason or other there are only five 
banks in that city—a rather fortunate condition for such a 
large city. One of those banks has about 50 per cent. of the 
deposits, another bank has approximately 30 per cent., and 
the other three banks have the remaining 20 per cent. of 
deposits. I do not think that any one of us, if we wanted to 
get an idea of the amount of business that was transacted in 
Birmingham, would pay any attention to the clearings of 
that city for the simple reason that half of the business of 
the city, if we are going to take deposits as the measure, is 
transacted through one bank and, naturally, half of that busi- 
ness would never go to the clearing house at all. No doubt 
the student of such things would find that all over the coun- 
try similar conditions exist. 

The objection has been raised that it is impossible to get 
on the same day the total daily transactions. The advantage 
of clearings is that after the clearings have been struck the 
totals can be given and you know just what the clear- 
ings of that particular day are. It is not a matter of im- 
perative necessity that the total transaction should be given 
for that particular day. It would be just as easy, and I 
think as effective, if when the clearing house clerks go to 
the clearing house, they can take with them the total trans- 
actions of the day previous and they can be given out for 
that particular day as of the close of business of the previous 
day. 

The objection also has been raised, What are you going 
to do with the smaller banks, the outlying banks, for ex- 
ample, who clear through the larger banks? In St. Louis 
those banks either clear through member banks or through 
the Federal reserve bank. A member bank could easily make 
it a prerequisite for clearing that when they send in the 
checks for clearing they send in a memorandum of the total 
of the day before, and the member banks could make the 
same requirement; therefore, you would have a full and 
complete set of figures. 

Perhaps the most serious objection that is raised to the 
publication of total transactions is that the Federal Reserve 
Board, in getting out their figures shows the total trans- 
actions for the week ending Saturday night. It also shows 
what they were the week previous and what they were the 
same week the year before, thereby furnishing very inter- 
esting comparisons. These figures are given, first, by Federal 
reserve districts, and then by each individual city in each 
district, not only where there are branch banks, but cities 
large enough to have a clearing house where the clearings 
would now be given. This information is obtainable weekly, 
and what is proposed is that it be made a daily affair. 

When the Federal Reserve Board first began getting out 
the figures, it had the total checks against individual ac- 
counts and against bank accounts. The board did away with 
the bank accounts, giving as a reason that the bank accounts, 
the checks paid against bank accounts, are practically a du- 
plication of checks against individual accounts. When you 
come to think about it, that is very true. 

Let us take a large wholesale house in a city. It makes 
a deposit composed for the most part of checks on out-of- 
town points, with its depository in the city. The city bank 
collects them and gives the wholesale house credit for the 
checks. In other words, the wholesale house buys credit with 
out-of-town items. The city bank sends those out-of-town 
items either through the Federal bank or direct, and gets a 
draft back in payment. The wholesale house checks against 
that credit they have bought, and thereby you have got your 
completed chain, whereas, if you included the drafts, which 
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the city bank might get back, which go through the clearing 
house, you would have a duplication of the same items, which 
is exactly what the Federal reserve system is trying to get 
away from, because, the business we do with our primary 
accounts is the business that comes to us, and the measure 
of the bank business depends entirely upon the question of 
individual business that we all do. 

The fact that bank drafts are eliminated is no great 
objection, because we are trying. to get at the heart of 
things, and the best way to do it is to follow the Federal 
reserve system in its efforts to take the checks against the 
individual accounts, and savings accounts, for that matter, in 
fact, all checks except those against bank accounts. 

To show that we are entirely unselfish in the matter, I 
noticed by comparing the clearings and total transactions, 
our city would go down a couple of places in the list. It 
would make some changes because there are some cities 
where the clearings are out of all proportion to the total 
daily transactions. There may be some special reason for 
that. There may be undue activity. It may be that checks 
for the same transaction pass through the clearing house 
more than once. But at the same time when we come to 
think about it, the absolute rule that obtains is the check 
against the individual account. I think we would much 
rather have before us the bulletin that is gotten up by the 
Federal Reserve Board, rather than the figures that the com- 
mercial agencies give forth as the total clearings. 

The commercial agencies admit that the total daily trans- 
actions are the direct barometer. They are willing to 
concede that. They say, however, that for the purpose of com- 
paring it would be interesting to have the total clearing 
house figures in addition. Well, you might give them for 
a while, but if you are going to take the total daily trans- 
actions as the true measure, you might as well begin and 
do it right in the first place, and if you have one there is no 
need of having the other, thereby making confusion. 

On September 28 the St. Paul Clearing House Associa- 
tion adopted a resolution declaring for the giving of the 
daily transactions, and that they would begin the publica- 
tion on and after January 1, 1922. They asked that the other 
banks of the country join in this movement. A start has to 
be made; if the idea is good, the first of the year is a good 
time to start. I am confident that once the movement was 
started there would be no particular objection over the United 
States to recognizing the daily transactions instead of the 
clearings. 

We are spending a lot of money in the American Bankers 
Association trying to educate the people as to just what the 
banking business is, and it seems to me that this movement is 
quite in line with the general educational movement. If the true 
barometer is determined by the number of checks that are given 
and paid by the banks, let us do away with the old style and 
let us adopt newer methods. If there is one thing the 
bankers of the United States have been distinguished for, 
it is for their ability to adapt themselves to different con- 
ditions. It would not have been possible to have those daily 
transactions before the advent of the Federal Reserve System 
because many banks would have thought it would be telling 
too much to give out the information. However, we are all 
disposed to give publicity to the facts, and for this move- 
ment, if we have it, we want to persuade the Clearing House 
Associations over the country to follow the example of the 
St. Paul Association. It would be a movement for the bet- 
terment of the American Bankers Association and one in 
which the Clearing House Section could take deserved pride. 


CHAIRMAN: We are all indebted to Mr. McNally for 
his very clear and convincing presentation of the subject. 
I hope that our Resolutions Committee may offer a resolu- 
tion looking toward securing the full facts instead of partial 
figures. (Resolution will be found on Page 380.) 

On your chairs you will find the pamphlet issued by our 
section regarding clearing house examinations. It is well 


worth your time, and I hope that the cities where clearing 
house examinations are not enjoyed will take sufficient in- 
terest in this subject to look carefully into it. 

We are going to have this afternoon a symposium on the 


clearing house examiner system, to be led by Charles H. 
Meyer, the very able and efficient Chief Examiner of the 
Chicago Clearing House Association, of Chicago, Illinois. Mr. 
Meyer has a great deal of information and data that will 
be of interest to you; I take pleasure in calling upon Mr. 
Meyer. (Applause.) 


Symposium: Clearing House Examiner 
System 
Led By CHARLES H. MEYER 


As you all know, gentlemen, the clearing house system of 
bank inspection had its birth in the City of Chicago. Away 
back in 1905 when we had the so-called Walsh faction, a con- 
dition presented itself which was little short of appalling— 
and that is why we started it. 

One of the several features which the Clearing House 
Section of the American Bankers Association has been giv- 
ing especial attention to in the past year, is the matter of 
Clearing House bank examinations, and our secretary Mr. 
Mullan deserves special mention on account of the splendid 
work he has done in placing data before us from time to 
time in the form of bulletins and letters from various bankers. 

Since my arrival in Los Angeles and also in conversation 
with various bankers, on the train from Chicago, I have been 
impressed with the interest and enthusiasm they express when 
this subject is discussed. I am further impressed with the 
fact that although this system of bank supervision has been 
in practical force for over fifteen years, and has been adopted 
by practically all the larger clearing houses in the country, 
it would seem from the general knowledge, as expressed by 
the average banker, that this plan was just being inaugurated, 
and that the interest manifested was one of having just 
heard of a new system. 

With this impression forced upon me, I want your kind 
indulgence for in a measure departing from our program as 
announced, viz:—a Symposium of Examiners, and ask you 
to allow me to read a letter I addressed to one of our lead- 
ing daily papers in Chicago, and which letter appeared in 
the Chicago Journal of Commerce September 2 last, along 
with comment covering same by the Financial Editor. I am 
doing this by special request. 

I believe the subject matter discussed therein will give 
you a general perspective of the aims and desired accom- 
plishments of this, to my mind, one of the most far reaching 
and constructive efforts in banking practice. 

This letter was inspired by a desire to set our Clearing 
House Association right before the public at large. This desire 
seems fully justified by the tone of this paper’s editorial of 
July 25, and also by numerous telephone calls from indi- 
viduals that we are being accused of not performing our 
duty. They take the stand that we should force all banks 
in Chicago to become members of our Clearing House— 
that we owe it to them to see to it that, all banks avail 
themselves of this clearing house examination protection. 

It is self evident that once the press and the public as- 
sumes this attitude, we are compelled to explain just what 
we are endeavoring to do and why it is not our responsibility 
when banks do not join, but that such banks as do not con- 
tribute their support to this system must stand any criticism 
advanced. We have no right to in any manner create the 
impression that banks not members of our Association are 
not sound, and we have no more right to say they must join 
our Association than you and I have to say you must join 
the Masons, Oddfellows or Knights of Pythias. 

Clearing houses are voluntary organizations and any bank 
has a sacred right to refuse to join, but if we try to be con- 
structive and use all the intelligence we can command in 
an endeavor to safeguard the millions entrusted to us by our 
bank depositors and for whom we are guardians to this 
extent, we have a right to in every manner possible ac- 
quaint the public with our efforts in this direction. If in 
doing so it might appear that we are indirectly holding up 
non-clearing house members as unsafe risks, we trust that 
they and the public will understand that this is not our in- 
tention. 
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I want to avail myself of this opportunity to say to the 
delegates and guests here assembled this afternoon that per- 
sonally I believe that there never was devised a system 
which means more than this one does as regards the one 
great dream of the banking world and naturally the public 
at large—the guaranteeing of bank deposits. 

In making this statement I fully realize the position I 
am placing myself in. I almost hesitate to make the above 
claim when I realize what it means and some of you may 
believe I am saying something I had better leave unsaid, 
but years of experience in this work as state, national and 
clearing house examiner convinces me that the clearing house 
examination system is the nearest approach to accomplishing 
this than anything ever devised. 

When [ think of the larger cities which have not as yet es- 
tablished this system, I cannot help wondering why they are so 
indifferent, but when a banker will openly express himself 
in a manner to indicate he is antagonistic to it, I frankly 
admit I am amazed. At our meeting last Tuesday Mr. Ken- 
dall, a delegate from one of the Pittsburgh National banks 
and also representing the Pittsburgh Clearing House at this 
meeting made a statement which to my mind indicated his 
antagonism to this system of bank examinations. If I re- 
member correctly he placed the merits of the same secondary 
to the physical inconvenience it caused by having too many 
examinations. I believe Mr. Kendall owes it to himself to 
investigate and find out why it is that in practically all the 
larger cities this system is in use and why it is that I have 
numerous requests from smaller communities asking me to 
suggest plans looking towards taking in adjoining territory 
so as to enable them to establish a large enough community 
to enable them to install the clearing house examination 
system. 

On July 25 there appeared an editorial in the Chicago 
Journal of Commerce, which followed a week or so after the 
failure of the Michigan Avenue Trust Company. This edi- 
torial was inspired by the fact that that bank was not a 
clearing house bank. I will first read the editorial : 

“The failure of the Michigan Avenue Trust Company, 
with the threat of the loss of $1,000,000 of depositors’ money, 
raises a serious question as to whether sound neighborhood 
banks in Chicago are doing what they should to protect them- 
selves and whether the Clearing House Association is doing 
all that it might to safeguard bank depositors. 

“Examination by the State Bank Examiner is obviously 
inadequate. Examination by the Clearing House Examiners 
has proven itself to be adequate. State examinations do not 
prevent bank failures. Clearing house examination has pre- 
vented failures. The lesson is easy. It appears to be the 
duty of the neighborhood banks first to provide themselves 
with clearing house examination, as the great majority of 
them now do.” 

(He is wrong in that; the great majority do not, in 
Chicago.) 

“And then to explain to the world that its depositors are 
so protected. The duty of the Chicago Clearing House As- 
sociation seems to encourage the banks outside its protection 
to affiliate and to educate the public to an understanding of 
the value of Clearing House Association supervision as a 
safeguard against failure. 

“Not one depositor in twenty knows what the Clearing 
House is nor what surety its examinations afford. They 
should be told so convincingly and so repeatedly that the first 
question they would ask on opening a new account would 
be whether the bank soliciting their business has affiliation 
with the Clearing House Association. 

“There are two principal considerations bearing on the 
question of the soundness of the bank. The question of ex- 
amination is really secondary. The most important is that 
of personnel. Who are the officers? Who are the directors, 
and what attention do they give to their banks? The major- 
ity of neighborhood institutions are as sound as the best bank 
in the Loop, and the public should be informed to that effect. 
This does not mean that a neighborhood bank must be under 
clearing house supervision and must have blue bankers identi- 
fied with it to be sound. What it does mean is that banks 
which have these safeguards should do their utmost to edu- 
cate the public to an understanding of their value, and that 


the small bank not so favored should be studied most care- 
fully by a prospective depositor.” 

Now, the first part of that editorial was all right, from 
my view point; but he turns around in the second part and 
destroys his argument by saying that it is not necessary to 
belong to the clearing house association. I want to read you 
my answer to that: 

“Editor Chicago Journal of Commerce: Sir—In your 
issue of July 25 there appeared an editorial under the cap- 
tion of ‘Small Banks and the Clearing House,’ the first para- 
graph of which reads as follows:” 

(Then I set out the first paragraph of the article as to the 
failure of the Michigan Avenue Trust Company.) 

“Further on in your editorial after expressing your opin- 
ion that ‘examination by the State Bank Examiner is obvi- 
ously inadequate,’ and that ‘examination by the Clearing House 
Association has proved itself to be adequate,’ you further make 
this Significant statement : 

“*The lesson is easy. It appears to be the duty of the 
neighborhood bank, first, to provide itself with clearing house 
examination, as the great majority of them now do, and then 
to proclaim to the world that its depositors are so protected. 
The duty of the Clearing House Association seems to en- 
courage the banks outside its protection to affiliate with it and 
to educate the public to an understanding of the value of 
a House Association supervision as a safeguard against 
ailure. 

“‘Not one depositor in twenty knows what the clearing 
house is, nor what surety its examinations afford. They 
should be told so convincingly and so repeatedly that the first 
question they would ask on opening a new account would be 
whether the bank soliciting their business has affiliation with 
the Clearing House Association.’ 

“Your observations, as above quoted, are to my mind more 
or less paradoxical when squared with the position taken by 
your editorial writer further on in his article when he says 
‘the question of examinations is really secondary,’ and then 
he proceeds to justify this latter statement through calling at- 
tention to the personnel and high financial standing of cer- 
tain outlying bank interests, which, to his mind, is the most 
important consideration, and that such banks’ do not need 
clearing house supervision. 

“Tt is difficult for me to understand how you can justify 
the latter observation after so forcibly and sweepingly advo- 
cating clearing house examinations in the first part of your 
editorial. There is absolutely no question as to the sincerity 
of your stand, and the fact that not one dollar has been lost 
to a clearing house bank depositor in Chicago in the fifteen 
years the system has been in force seems sufficient grounds 
for your views as expressed in the first part of your editorial. 

“However, it is evident from the foregoing that your 
writer is woefully out of touch with the situation existing 
in regard to such banks as do not contribute their support to 
this protection by refusing to join the Clearing House Asso- 
ciation. You destroy the whole force of your. argument in 
favor of clearing house supervision. There are over 100 in- 
corporated so-called neighborhood banks in Chicago that are 
not clearing house members. A large number of them are 
owned and controlled by men whose integrity and personal 
standing exactly fits into your analysis. They use exactly 
the same arguments advanced by you and advertise themselves 
through the various advertising channels to this effect. 

“To my mind, any bank using the above arguments to 
justify its refusal to contribute its moral support to a system 
that has proven itself so far-reaching as regards the pro- 
tection of the bank depositors interest has a range of vision 
so narrow as to make it no wonder that the press and the 
public is beginning to ‘take the bit in its teeth’ and to demand 
that banks seeking their patronage owe it to them to avail 
themselves of proven safeguards and that they intend to dis- 
criminate between those that do and those that do not. 

“Past history records that some of the greatest tragedies 
have been enacted in banks with just such supposed protection, 
and that proper supervision would have protected the de- 
positor. 

“My refusal to help a drowning man just because I felt 
I was safe would be just as logical. 

“My reason for answering your editorial almost two 
months after its publication is because your query, ‘Whether 
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the Chicago Clearing House Association is doing all that it 
might to safeguard bank depositors,’ expresses the same at- 
titude taken by the public at-large as evidenced by constant 
and persistent inquiries coming to the Clearing House Exam- 
iner, since the Michigan Avenue Trust Company fiasco, ask- 
ing why the Clearing House Association does not force banks 
to come in and that we owe it to the public to see to it that 
they join. 

“They go still further and insist that it is our duty to in 
some manner call especial attention to such banks as refuse 
to join, as they believe any bank that refuses to contribute its 
moral support to a system that has proven such a great pro- 
tection to depositors does not deserve public patronage and 
that they do not want anything to do with a bank that is not 
under clearing house supervision. 

“If further proof is needed as to the agitation on this sub- 
ject by interests entirely outside of the Clearing House As- 
sociation, I herewith quote an article appearing in the Na- 
tional Underwriter of July 28 last, under the caption ‘Need 
a Rate Differential’ : 

“ ‘Chicago surety men feel that difference should be made in the 
rates of depository bonds for banks that are under the jurisdiction of 
the Clearing House Association. The plight of the Michigan Avenue 
Trust Company, in which the shortage may reach $1,000,000 empha- 
sizes the — that has been made in the past. This company did not 
have a clearing house connection. The clearing house examiners are 
very thorough in their investigation of outlying banks that clear through 
members. Fhe clearing house feels a sense of responsibility for all the 
banks over which it has jurisdiction. The clearing house banks are, 
therefore, much better fortified and better risks than those that have 
no clearing house connections.’ 

“While in the past it has at all times been the policy of the 
clearing house committee, under which the department of 
examination functions, to consider it a bank’s own business 
as to why it does or does not belong to the clearing house, 
the attitude of the press and of the public as above evidenced 
seems to warrant a frank statement from this department, 
which statement, I wish it understood, is in the nature of a 
defense covering the implied accusation that we are derelict 
in our duty. 

“In December, 1905, the failure of a national bank and 
two state banks, under the direct management of one man, 
who was president of the three, disclosed’ a condition of af- 
fairs that surprised and appalled the other Chicago bankers. 

“At the annual meeting of the Chicago Clearing House 
Association, in the following January, the vice president of one 
of our large Loop banks, in offering a resolution to establish 
the departments of examination, made the following state- 
ment: 

“‘This is the second time in ten years that one of the 
largest banks in the city has been closed between Saturday 
and Monday. As members of the Chicago Clearing House, we 
have a right to know whether the banks transacting business 
through this clearing house are fit to be here or not, and I 
am going to offer a resolution asking for the appointment of 
a committee to arrange for some plan of examination of the 
clearing house banks, and 1 am going to ask for a roll call in 
order that we may know how the members stand.’ 

“The vote was unanimous and the following June saw the 
plan in full operation. 

“This briefly outlines the immediate events leading up to 
the inauguration of a system of bank supervision that Chi- 
cago originated and which has proven so effective in fifteen 
years of practice that the clearing house in all large cities and 
in numerous smaller towns have adopted it. In that time, 
as above stated, not one dollar has been lost by a depositor in 
a Chicago clearing house bank, in every instance failures and 
losses to depositors have been through banks that were not 
clearing house members. Can you blame the public for the 
attitude it now takes? 

“While in the foregoing I have called attention to the fact 
that our clearing house committee studiously refrained from 
questioning the motives governing such banks as refused to 
contribute their support to this system, I believe the time has 
come when simply as a defense from the implication made 
as to our neglect of duty we should frankly acquaint the 
public with the real facts governing membership in this As- 
sociation. 

“In the first place this is simply a voluntary organization 
which has been in existence over fifty years, its primary func- 
tion being the exchange of checks between banks each morn- 
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ing and which were taken on deposit in the various banks 
the preceding day, the examination system as above pointed 
out, being an afterthought. 

“There is no special charge for examinations, each bank 
paying an annual assessment based on the needs as developed 
at each annual meeting when the budget for the coming 
year is considered. 

“All the large Loop banks are so-called regular members, 
only a few of the smaller ones being so-called affiliated mem- 
bers, which clear some regular member, but are subject to 
all rules and supervision of the clearing house. There are 
but three of the smaller banks in the Loop which do not 
belong to the Association at all. 

“In the so-called outlying districts there are fifty-eight 
affliated members, leaving approximately 115 state and na- 
tional banks having no connection with the clearing house. 

“Personally I feel so strongly as to what this system means 
to the banks of our city, to say nothing of the public at 
large, that I have nothing but the keenest regret at the in- 
difference displayed by the officers and directors of such banks 
as refuse to lend their moral support to a plan that has proven 
to be the nearest approach to guaranteeing bank deposits ever 
devised. 

“I have no right in any manner to assume that the high 
standing and financial responsibility of men associated with 
certain outlying banks does not place their institutions on a 
plane that protects their depositors to an extent even more 
than our supervision of their affairs may, but I most em- 
phatically believe their interests and duty to the public de- 
mand that they contribute their moral support to a system 
that indirectly protects them as well. 

“They know better than I can point out what it means 
to their banks when a failure takes place. I do not care 
how self-satisfied they may feel as to their strength, the 
fact remains that whenever there is a failure all banks suffer 
from the distrust and suspicion rampant at such times. 

“Look at the name of men controlling the affairs of our 
large Loop banks, all of which are clearing house members. 
Why don’t they use this narrow, selfish argument? This 
applies as well to our outlying affiliated members. 

“IT have just this to say to such banks as take this nar- 
row view. If you are not self-satisfied and indifferent as 
to your obligations to this system it behooves you to wake 
up to the fact that the public is beginning to realize what 
this supervision means in a broad, collective sense. The 
public is already discriminating as between clearing house 
members and non-members. They are demanding that we 
feature the names of clearing house members. 

“I see no valid reason why we should not do this, and 
it is up to our members, both regular and affiliated, to realize 
the big asset their membership is to them and to legitimately 
advertise this fact on their windows and through the various 
advertising channels. Through this process of elimination 
all clearing house members will be definitely known to the 
public. 

“In the expression of my views in the foregoing, I may 
be accused of exaggerating the value of the accomplishments 
of this department. To this, I can only say that while we 
are not endowed with occult powers, years of experience in 
this work has demonstrated that the best and most practical 
results are obtained through a department secure from all 
political influence, operating through local men such as our 
clearing house committee is composed of, and which de- 
partment is not controlled by laws through legislative enact- 
ment. 

“When occasion requires, it can act in minutes instead of 
days, and the situation, whatever it may be, can be con- 
trolled intelligently and in a most constructive manner. — 

“T have no quarrel with the men controlling non-clearing 
house banks as individuals. My acquaintance extends into 
every bank not a member, and I count them among the best 
friends I have, but I ask them to appreciate the spirit in 
which I criticize their attitude of indifference to this big 
constructive system of bank supervision. Whatever their 
reasons may be for not coming in, and if they think them 
real, why do not these same reasons apply to the eighty- 
three members now carrying on this good work? : 

“It is a great responsibility our committee, through this 
department, assumes, but it is one they feel they cannot in 
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any manner sidestep. On the contrary, it feels that in view 
of the importance attached to it by the public, nothing must 
be left undone to expand with the needs created by the large 
number of new members who have already joined since the 
Michigan Avenue failure. 

“Chicago can justly be proud of the fact that her bankers 
are the originators of this plan. In a broad sense it is sound, 
wholesome government. It should and will endure, for like 
all good systems of government, its just powers are derived 
from the consent of the governed.” 


CHAIRMAN: We are very grateful to Mr. Meyer for his 
exhaustive treatment of the subject. We are fortunate in 
having with us today Mr. James, the examiner of the Salt 
Lake City Clearing House. I would like to call upon Mr. 
James to tell us something of his experiences on this proposi- 
tion in that city. (Applause.) 


EDWARD A. JAMES 


Examiner Salt Lake and Ogden, Utah ‘ 
Clearing House Associations 


Any good examiner can obtain the facts on the condition 
of a bank and put them on paper, but the problem of the 
clearing house bank examiner is to handle these facts after 
they are obtained. 

It is the duty of the clearing house bank examiner to 
make periodical examinations of each member bank of the 
association with which he is affiliated, as a desirable means 
of reducing to a minimum the number of bank failures due 
to mismanagement and bad judgment. 

Examinations have a very beneficial influence upon bank 
management, especially by way of restraint. Where an ex- 
aminer is constantly in touch with the banks and is thor- 
oughly familiar with its officers and its assets there is but 
little chance of steps being taken in the wrong direction with- 
out the same coming to his attention. The report of ex- 
amination covers not only comment on all the assets and all 
the liabilities of the bank but a detailed report on every de- 
partment with criticisms and recommendations where neces- 
sary. In this way undesirable elements are brought forcibly 
to the attention of the directors of the bank and can be 
eliminated before reaching a dangerous stage. 

Most bank failures are due in a large sense to the grad- 
ual acquirement of undesirable assets over a period of years 
or to mismanagement of its affairs by its acting officers. If 
an authority exists with power to make recommendations and 
with further power to enforce such recommendations there 
is little doubt that most bank failures would be averted. 

There are two methods now employed by clearing house 
associations in working with the examiner. I will speak 
first of the method in use by the association by which I am 
employed. The matter of examinations and corrections are 
left entirely in the hands of the examiner, and he is expected 
to get results. 

The efforts of a clearing house examiner are to strengthen 
and build up the bank members of his association. His suc- 
cess depends on his judgment, tact and discretion in hand- 
ling the different problems which are brought out by his 
examinations. The very same problem in different banks is 
not handled the same way. The reason being that the physi- 
cal and personal conditions are different in all banks. Due 
to the fact that a large amount of bank sickness starts from 
the inside the examiner has to take a firm stand and go 
through with what he thinks is right. His criticisms must 
be fearless regardless on whom they may fall. 

Should the examiner have difficulty in having his recom- 
mendations carried out he has the privilege of placing the 
report of his examination before the Executive Committee of 
the Clearing House Association. 

The articles of most associations read that any bank or 
trust company failing to submit to examination or to meet 
the conditions required by said Executive Committee within 
the time allotted shall automatically cease to be a member of 
the clearing house. 

The success of the clearing house examiner system is due 
to the fact that the examiner has sufficient time for his work. 
He is intimately acquainted with the problems of his banks. 
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He has the power to compel them to strengthen when it is 
necessary. A clearing house examiner is free from political 
or outside influence. 

The second method in use is to have the examiner deliver 
the duplicate copy of his report of examination to an Execu- 
tive Committee appointed by the Clearing House Association. 
The examiner going over it with them, calling their attention 
to the weak points and the needs of correction. This com- 
mittee, when it is thought necessary, has the officers and 
board of directors of the bank examined, appear before them 
and state their side of the case. Should ‘the bank in question 
not be willing to comply with the suggestions, the punish- 
ment would be the same as in the first method or expulsion 
from the Clearing House Association. 

I would say the latter method would be more successful 
in cities where there are a few pioneer bankers who have 
the confidence of all the members of the Clearing House 
Association and the Executive Committee were appointed for 
life. This life committee assumes a great responsibility and 
is entitled to all the support and confidence the members of 
the association can give. They, in conjunction with the 
examiner, are using their vast knowledge to keep the banks 
in their city safe and sound and also to prevent the opening 
of any bank that is not morally and financially good. 

As you can readily perceive the second method is the 
easiest for the examiner for after he has prepared the facts 
on paper the problem is up to the Executive Committee. 

There is one more subject I would like to bring before 
this convention and that is the matter of credit information 
for the banks. In Salt Lake City and Ogden we have inaugu- 
rated the system of the banks reporting to my office every 
morning all loans over $1,000, these are recorded on ledgers 
and when a duplicate loan develops it is reported to the banks 
interested. We find that this prevents a borrower from 
obtaining credit beyond safety, and if a borrower is entitled 
to credit at more than one bank it is well for the banks 
interested to know where the lines are carried. The larger 
cities could increase the amount reported and I believe would 
be the means of preventing large losses. If this system were 
in operation in the large cities the clearing house examiners 
could exchange information and very easily learn the amount 
of lines carried by the large borrowers. This would keep 
the banks informed as the lines increased and they would 
not be entirely dependent on information furnished by the 
borrower. Along this same line I believe the time will 
come when all the clearing house examiners will have a 
sufficient office force to compile credit data on all the large 
borrowers and prospective borrowers for their member banks. 
This would include financial statements and other informa- 
tion gleaned from his examinations and from correspondence 
with the clearing house examiners of other cities. The ad- 
vantage of this would be that a bank about to make a loan 
will receive immediate up-to-date information, and banks that 
do not keep the credit information up to the minute or are 
inclined to neglect this important matter, would have a 
source to obtain this data that would be more complete than 
is possible for a single bank to obtain. 

The pamphlet issued by the Clearing House Section of 
this Association has covered a large part of the information 
in reference to clearing house examinations, and I would 
advise every one interested in this work to read this pamphlet. 

It gives me great pleasure to meet the examiners at 
this convention, some of which have had vastly more experi- 
ence than I, and if I have said anything that will help this 
branch of bank work, I am most grateful. 


Mr. McCain: Might I ask whether in the Chicago exam- 
iner’s office, you maintain any credit information such as has 
been suggested here by the Salt Lake examiner? 

Mr. Meyer: No, we do not. We have never gotten to 
that. We always assume that the credit files of the bank 
are kept up to date and we have access to them, and on all 
loans of $5,000 and over— 

Mr. McCain: Is that information accessible to the 1 mem- 
bers or is it for your-own information? 

Mr. MEYER: That is for my own information and, of 
course, I have to be very diplomatic. My report on any 


i 
‘ 
| 
| ¢ 
e 


374 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


examination is very sacred ‘so to speak. Even the Clearing 
House Committee is not allowed to see it. When a clearing 
house meeting takes place, the chairman will simply send 
out a notice to the effect that there will be a meeting on a 
certain day, at which the examiners’ reports on the following 
banks will be considered, and such other business as may 
come up, and then the list is submitted. At that time the 
examiner submits to the committee what he calls a com- 
mittee letter, covering all the high spots and calling atten- 
tion to such recommendations as he may make, what has 
been done in the way of charging off losses, and so on, That 
gives him a very wide latitude, believing that if he is not in 


position to say what things should be charged off as bad 
assets no one is. They go further on the theory that if 
there is a difference of opinion as to an asset, that before 
we get through with it we have the hearty cooperation of 
the officers and the examiner, reach a common ground, and 
understand each other thoroughly. 


I might also add that the best proof of the wisdom of it is 


that there is not a single bank in the system antagonistic 
to it and we have never had a case whereby we have gone 
out of the meeting without the best of feeling, our theory 
being we do not allow a bank to publish a sworn statement 
which is submitted to us at each call, national or state, in 
the same form as submitted to the government, and we try 
to the best of our knowledge and belief to have that state- 
ment issued show not a lot of stage money represented in 
the so-called assets but the real facts, and we have the hearty 
cooperation of all our banks in that. That is one point the 
committee is insistent upon. As I say, the system has been 
in operation for fifteen years and all of our banks have 


ironed out all of this sort of difficulty and we have everything 
in very fine shape. 


Mr. Stack: How about the non-clearing members of 
Chicago, how do they clear their items without the indirect 
aid of the members of the clearing house banks? 

CHAIRMAN: They do have the indirect aid. They have 
what is known as the early morning clearance there, which 
simply means that each outlying bank having an account 
with some member bank carries to the clearing house all of 
its checks. The clearing house, I might add, is used only 
as a convenient office—and I think if I have my way about 
it, I would change the office. They carry their checks to this 
one central point and messengers supplied by them are used 
to distribute and exchange those checks. Following the ex- 
change of these checks, drafts are issued by the paying banks 
on clearing members. Those checks are cleared through the 
regular clearance each day at 11 o’clock. 

Mr. Stack: This is the point I am making: After all, 
are we not responsible for such a condition that exists, if 
we cooperate in helping them clear their items which without 
our help they could not do, and if they could not do so, 
they would become members of the Clearing House Associa- 
tion and submit to the examination? 

CHAIRMAN: There are two sides to that subject. Whether 
they have made a mistake in that or not I am not prepared 
to say. The fact is from the mechanical standpoint it is 
quite advantageous. From the standpoint of examination 
it is really very bad. And I hope to see the day when it will 
be possible to get those members into the system or they 
will be forced to select some other headquarters for their 
secondary clearance or sub-clearance. I am sorry Mr. 
Coates of Cleveland is not here today. I think his clearing 
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house association has probably developed to the highest de- 
gree of perfection this credit clearing house idea. 

T. P. Farmer of Oklahoma City: Mr. Chairman, I would 
like to ask Mr. Meyer what method he uses for criticism of 
the irregularities of any of the member banks. Does he report 
it to the Board of Directors, or how does he handle it? 

Mr. Meyer: At the conclusion of each examination all of 
the criticisms or whatever may have been brought up in that 
examination are embodied in a report. Each director sees it. 
Full examination is placed in the hands of the President for 
his perusal and he is compelled to sign that, so that at some 
future date, if it might be necessary, or if some director 
brought up the point that he did not know the examination 
had been made, it will be in the proper shape. The banks usu- 
ally present that report at the next meeting and it is read and 
the various criticisms discussed. I might add that while we 
are in the bank we do all we can to assist them in their credits. 
We never interfere with them. We claim that is their own 
business. But if there is any experience we have had that we 
can impart to them, we are more than glad to do it. We are 
also glad to have the banks understand that we are in their 
employ and we want them to know, no matter whether we can 
furnish the information or not, we want our office considered 
as headquarters and they can come to us and tell the story. I 
might add that all our banks call on us very often and we do 
everything we can to assist them. When things are not just 
what they should be, we give them the benefit of our experi- 
ence. We do not tell them they must do this thing or not; 
they follow their own systems, but they like very much to get 
our advice. 

CHAIRMAN: We have with us this afternoon John W. 
Wilson, examiner of the local clearing house, who is the dean 
of the examiner system. 


JOHN W. WILSON, 


Examiner Los Angeles Clearing House 


When clearing house examiners get together their minds 
naturally revert to June, 1906, at which time was launched in 
the city of Chicago the doubtful experiment of banks super- 
vising and examining themselves, 

We all recognize the immense improvement that has taken 
place in bank examinations, both national and state, during 
the last fifteen years, yet most any morning we take up a 
paper and are likely to read, in these times, of a bank closing 
at this place or that piace. Yet we still look back with pride 
and make this assertion, that no depositor in any bank under 
the supervision of a clearing house has ever lost a dollar; or, 
to put it a little differently, no bank under the supervision of 
the clearing house has ever closed its doors without all claims 
being paid in full. There must be reasons for that and some 
of the reasons are these: 

The small unit, the close contact and quick action. 

I feel that I am not giving away any secret when I instance 
a case in this city that happened more than two years ago. A 
bank was examined and the report of the clearing house to the 
directors was that there was a very large impairment of capi- 
tal. Our relations with the State Superintendent of Banks, 
the Comptroller of the Currency and the Federal reserve 
bank are very close. Knowledge of the findings of the clear- 
ing house on this particular examination was given to the 
representative of the state, and within a very short time a most 
drastic order came to the directors of that bank that this 
impairment of capital, which was a large sum, must be made 
good within twenty-four hours or the bank would be closed. 
The vice-president of the bank appealed to the executive com- 
mittee of the clearing house, and from their knowledge of the 
entire situation they assured the superintendent of banks that 
nothing could happen immediately and requested that the order 
be rescinded. Within about three months that bank was taken 
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over by one of the other banks and its five millions of de- 
posits were made safe. Now, there is an illustration of the 
small unit and quick action. 

_ Ido not have to tell you bankers that if that bank, prac- 
tically without notice, without rumor, had closed its doors, 
there is no bank in Los Angeles but that would have known 
it. Doubt would have spread and temporarily the high stand- 
ing - almost every bank in the city would have been ques- 
tioned. 

It may cost a little money to run the office of the clearing 
house examiner, but when such things as that can be prevented 
they easily pay for themselves. 

Here in Los Angeles for more than eight years we have 
been running what might be called a group of banks that 
voluntarily came to the Los Ange’es clearing house and asked 
that we establish a Bureau of Examination similar to the 
one we were using in the city of Los Angeles, except and apart 
from the work in the city. Examiners were hired and the 
work done. This has been going on for more than eight years, 
and the results have justified it. 

When the World War broke out in 1914, we were examin- 
ing banks in fourteen cities. It was most assuring to be able 
to sit in our office and receive reports from these various cities, 
that there was absolutely no excitement and that the financial 
waters within twenty-five miles of Los Angéles were perfectly 
clear. All the banks in Los Angeles had to do was to take care 
of themselves. 

In our examinations on the outside, we found several banks 
way below par, and the work of rebuilding was so successful 
that every one of these banks was brought up to par; no one 
knew of it, but they are today in as fine condition as all the 
other banks in what we term the outer zone. 

If bankers could see the results that have been obtained by 
these methods they would all be attempting to establish zones 
or groups and do the same. 

Cities like Fresno, San Jose, Santa Ana, Sacramento, ought 
to have groups and a clearing house examiner; and when they 
once try it, there will be that very same verdict that you have 
heard ever since this session opened—that no one would ever 
give it up after they know its merits. 

No one in his right mind would have the temerity to talk 
very much against the Federal reserve banks so long as they 
“Shinny’ on their own side. 

I do not know anything about the workings of other Fed- 
eral reserve banks, but some years ago our No. 12 conceived 
the idea that they had a little spare time and they wanted to 
go into the bank examining business. 

Federal Reserve Bank No. 12 reminds me of a story re- 
garding that great, big, full-blooded American, the man that 
put country before everything, our former President Roosevelt. 
You will recall that when America went into the World War, 
Mr. Roosevelt offered the services of himself and his four sons 
to his country. One of the sons, having inherited some of that 
full-blooded Americanism, demurred and suggested that the 
four sons were quite able to offer their own services and then 
he said: “Father always wants to get out in front. When- 
ever he goes to a wedding, he wants to be the bride; and 
whenever he goes to a funeral, he wants to be the corpse.” 

Now our good friends in No. 12 decided that they would go 
into the bank examining business and they made a trade and 
blotted out the clearing house examiner at Spokane and at 
Portland, and prevented the installing of one at Seattle. Later 
on, when a branch Federal reserve bank was established at 
Salt Lake City, they assured those people that they would do 
the bank examining for them. This arrangement at Salt Lake 
City lasted about six months, and at the end of that time 
Salt Lake City abrogated the agreement and decided to have 
its own clearing house examiner. 

Last week I received a letter from an examiner at Seattle, 
in which he stated that he was writing under authority of the 
president of the Seattle clearing house, wanting me to write 
him all information I could regarding costs, etc., of-a clearing 
house examiner. 

Let us hope that they have seen the light and that they will 
have what Seattle should have had years ago, a clearing house 
examiner. F 

Two years ago at St. Louis, at the closing hours of the 
Clearing House Section meeting, I advocated the abolishment 
of the office of the Comptroller of the Currency, and I am 
still of that opinion. 
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In place of a Comptroller of the Currency, I would have 
twelve districts, each supervised either by a chief national 
bank examiner or by any other able man, call him what you 
will. Over him would be a local committee selected from 
various banks of the district, that committee to be appointed, 


.and who would report to the Federal Reserve Board at Wash- 


ington. I would not have any Federal reserve bank having 
any control over this committee. 

The Comptroller of the Currency has authority over more 
than 8,100 banks. It is fair to say that the number will never 
grow less and the chances are very good that in five years there 
will be more than 9,000 national banks and some still coming. 

Now, it is not within the province of any one man to super- 
vise the 9,000 banks, good, bad and indifferent; and I venture 
the prediction that it is not within the province of the State 
Superintendent of Banks to have 500 banks on his list and be 
able to give that thorough attention that should be given. 

For thorough and concise supervision, do as has been done 
by the clearing house examinations, shorten up your unit and 
the smaller the unit the more efficient the supervision. 

Some one may say, what has that to do with the clearing 
house examinations? It has this to do with the clearing house 
examinations—if you ever adopt a system of that kind, which 
is group examinations, you will come quite close to having the 
same efficiency and the same results that have been obtained 
in clearing house examinations. 

My friends, any examination—state, national, Federal re- 
serve or clearing house—has the same object in view, the pro- 
tecting of the slender savings of the poor as well as the dollars 
of the millionaire. 

The clearing house examination is still functioning 100 per 
cent., and the reasons are: The small unit, close contact and 
quick action. 


CHAIRMAN: We are going to have the pleasure now of 
hearing from J. H. Peterson, examiner of the New Orleans 
Clearing House Association. 

Mr. Peterson: I think the gentlemen preceding me have 
about covered the subject of clearing house examiner system. 
As examiner of the New Orleans Clearing House I want to 
say we have eleven banks in that system, all of which are sub- 
ject to clearing house supervision. The system was installed 
there in 1912, It has worked satisfactorily and I feel perfectly 
safe in saying we have not a banker in New Orleans who 
would be willing to dispense with the system. (Applause.) 

CHAIRMAN: I want to introduce to you George A. Kelsey, 
manager of the Cleveland Clearing House Association. 


GEORGE A. KELSEY, 
Manager Cleveland Clearing House Association 


In Cleveland we have just taken up the question of an 
emblem. Here is an emblem that we are going to have our 
banks display. You will notice it says, “Active member bank.” 
Of course, there are a number of associate member banks who 
clear through the active member banks, and we will have the 
words “associate member bank” for those banks who are 
associate members. But we hope before very long to have no 
more associate members. This sign shows clearly the point 
that it is intended to cover and that is that all those banks are 
under clearing house supervision, and more than that, it shows 
that they are under clearing house examination and that is the 
main outstanding point that this emblem is intended to cover. 
To go a little further, the few words there, “Sign of Safety,” 
are intended to indicate that any bank that has that emblem 
has the sign of safety. 

As soon as the rule is passed by the Association, we intend 
to publish in the papers the members and the associate mem- 
bers of the clearing house, somewhat after Mr. Meyer’s idea. 
We shall not say anything to readers of the newspapers about 
those banks that are not members, but the public may draw 
its own conclusion. We intend to follow up from time to 
time these advertisements so that the public may be insistent 
in its demand that banks shall all join the clearing house asso- 
ciation. We believe it will work out. 

Now, I want to say a few words about Mr. McNally’s 
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paper. There is no question but what it is the right thing and 
the only thing to do. I have advocated that for a long time. 
In Cleveland we published our total transactions before the 
Federal reserve bank published theirs, and we also published 
them daily. We have no trouble getting our figures in. We 
have to have them in the clearing house each day before 11 
o'clock, and it is very rarely that any bank is late. The non- 
member banks or associate member banks send in their reports 
just the same as the active member banks. I think it might be 
well, if it is not already arranged for, that a committee be 
appointed to take up that question and have it settled. 


CHAIRMAN: We have heard a great deal now in favor of 
the clearing house bank examination. No doubt there are 
some who have divergent views upon this subject. I would 
like particularly to call on Mr. Kendall of Pittsburgh. 


Mr. Kenpatt: While Chicago no doubt has a splendid 
clearing house, they are able to protect their depositors, still 
they are impotent when it comes to the outlying banks. If 
they will come to Pittsburgh we will give them some good 
pointers. Mr. Meyer says they can not get the outlying banks 
to come in. They all come in over in Pittsburgh—137 in all 
in the city of Pittsburgh and suburbs. If one of these out- 
lying banks should fail the clearing house of the district would 
not feel that it was totally without blame. So it does seem 
to me that in this controversy which our friend, Mr. Meyer, 
had with the newspaper that the newspaper had rather the best 
of it. (Laughter.) 

It takes years to develop a clearing house examiner who is 
really efficient and capable. Some of the cities have had ex- 
aminers who have been most efficient. I am pleased to add 
my encomiums to the good fortune of the city of Chicago, for 
"a city that can command the services of a man like Meyer of 
Chicago, or Coates of Cleveland, is exceedingly fortunate. But 
these are not men that you pick up on every street corner. I 
do not want these men to feel I am not appreciative of the 
importance of this branch of the work, but I am perfectly sin- 
cere when I say they make a mistake in stressing this particu- 
lar feature of the work. It should have been held in abeyance 
until the clearing houses are organized, and after that leave it 
to their judgment whether or not they want a clearing house 
examiner. If you have no stronger talking point when you 
start out to organize a clearing house than the fact that you 
are going to install two or three more annual examinations 
you will not arouse very much enthusiasm among the banks. 
They will have all the objections that I am going to state here 
and some others that I may not mention. 

I am opposed to the whole scheme of clearing house ex- 
aminers on general principles. Any scheme that even squints 
at relieving responsible directors and executive officials from 
their responsibilities and which permits them to shift this bur- 
den to other shoulders is, in my judgment, a mistake. Stock- 
holders and depositors have a perfect right to hold bank offi- 
cers and directors personally responsible; when they have been 
duly impressed with this responsibility, they should be per- 
mitted to conduct their institutions with the least possible 
interruption from outside agencies. 

Honest, experienced and capable business men can be 
trusted to manage the banks of this country without having 
theoretical bank examiners continually checking them up. Hav- 
ing spent ten of the best years of my life examining banks, and 
having left behind me a record which I am willing to have 
laid alongside of that of any other examiner, living or dead, I 
feel that I know something about the limitations of bank ex- 
aminations. The country is pretty well “fed up” on theoretical 
banking. A large proportion of the bank examiners, and some 
of the comptrollers and state supervisors, never had any prac- 
tical banking experience. During a part of the time I was in 
the government service we had the greatest Comptroller of the 
Currency the world ever saw. There was no need to prove 
that proposition, for he frankly admitted it. (Laughter.) But 
after spending a term of years telling the old, experienced 
bankers of the country just how they should conduct their 
business, he got down and tried it himself, and a receiver 
gathered him in in less than a year. Then there arose in his 
place a mightier than he. He said to the bankers of the 
country, “My predecessor chastised you with whips, but I will 
chastise you with scorpions,” and now he has passed off the 
stage of action. 


Just now the national banks are enjoying a little respite, 
and they are not anxious to make any more trouble for them- 
selves. During the strenuous years that are just behind us 
the bankers of the country were driven almost to distraction, 
but when the record is finally made up and the truth is told 
the world will know that they were the most faithful, the 
most efficient and the most patriotic class of people in the 
United States. Like a nightmare, we recall some of those 
experiences. After struggling from early morning until late 
at night in trying to take care of the local situation, straining 
every nerve to help finance the government, forcing ourselves 
to look pleasant and cheerful when we were greatly discour- 
aged, we open our evening mail and find a peremptory demand 
from the supervising authority to proceed at once to go 
through all of our stuff and prepare a lot of facts and figures 
to be used in compiling worthless statistics. Then tired audi- 
tors are recalled, weary officials settle back resignedly at their 
desks and proceed with the unnecessary and useless task. Fre- 
quently they find themselves repeating with the apostle, “For 
we wrestle with the world, the flesh and the devil.” But now 
we are getting away from that sort of thing and some of us 
propose to stay just as far away from it as it is possible. 
Every bank in the country already is being examined at least 
twice a year, either by the government or the state authorities. 
If your bank is any size this examination will require at least 
two weeks. As matters now stand, you are even now per- 
mitted to run your bank only eleven months in the year, and 
with the advent of the clearing house examiner you can only 
run it but ten months, 

I would not have you think I am finding any fault with 
the work of the bank examiner. He is simply endeavoring 
to do what is necessary for him to do under the system. As 
to the personnel of the examiner, the city I represent has been 
exceedingly fortunate. Until recently we had one of the most 
capable and conscientious examiners that ever carried a com- 
mission, and when his sudden death in Chicago was announced 
a short time ago, his old associates in the service, all the 


‘bankers who knew him well, found their eyes suddenly be- 


coming moist. I make this digression i in order to pay a tribute 

of respect to my old friend and associate Silas Cooper. So 
you see it is not the examiner, either national or clearing 
house, which I object to; but it is the system. Anything that 
interrupts the normal workings of a bank is to a greater or 
less degree objectionable. If an examiner is to make a real 
examination he must come in when he is least expected and 
take-complete charge of your institution, take charge of all 
of your securities, investments and collateral. Even your 
private files are in his hands. Customers come in and when 
you try to explain to them why they cannot be served as 
usual they may believe you and they may not. In any case 
if they are told too often that the bank examiner is in the 
bank they grow suspicious. If you have the usual experience, 
it will require days or perhaps weeks after the examiner is 
gone to get your files back in shape. 

That is what happens, gentlemen, when you have only one 
examiner; but the situation becomes much more complicated 
when you have two, for in the very nature of things they 
cannot cooperate. During the time that I was in the govern- 
ment service the Comptroller tried the experiment of putting 
two examiners in a district and having them make the exam- 
inations alternately. Now, here were two representatives of 
the same authority, with instructions to cooperate and to 
confer and compare notes. But, of course, you know that 
different men have different opinions, different remedies, in 
addition to the differences in their judgments, and then there 
was the danger which always comes with divided responsi- 
bility. The scheme led only to confusion and was very soon 
abandoned. 

If that is what happened when two examiners from the 
same department visit a bank you can readily see what might 
happen when you have two examiners representing different 
powers, and forbidden to cooperate. 

Pittsburgh, which I have the honor to represent, never had 
a clearing house examiner. Do not all speak at once and 
say, “Perhaps you would be better off today if you had had 
one.” We have had our full share of unfortunate advertising. 
We have had liquidations, we have had consolidations and 
temporary suspensions. Doubtless you have all read the 
sensational headlines, but perhaps you have not read the con- 
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cluding paragraphs. Some years ago during a period of 
financial depression one of our banking institutions was 
hurriedly liquidated with a resultant loss of 15 per cent. to a 
portion of the depositors. But with that exception no depositor 
has lost a penny in a bank that belonged to or was represented 
in the Pittsburgh clearing house for more than fifteen years. 
(Applause. ) - 

Let the other cities which have had able clearing house 
examiners come forward and lay their cards on the table. 
Pittsburgh has at last learned a more valuable secret. We 
are now cooperating and helping each other. We take each 
other into our confidence and tell each other the truth. If 
I desire inside information concerning a Pittsburgh man, an 
individual, a_firm or a corporation, why, I call up my neigh- 
bors and in ten minutes I have more information about the 
fellow I want to get a line on than I could get from a clear- 
ing house examiner in ten months. (Applause.) 


Mr. MEYER: I want to express my appreciation of the 
compliment Mr. Kendall paid when he named a certain num- 
ber of examiners, in which my name was included. But I 
absolutely cannot follow him when he draws the line and 
creates the impression that the good examiners are limited. 
That, to my mind, is absolutely beyond all consideration. 

Mr. KENDALL: They seemed to be limited a while ago 
when he talked about the examiners with the Federal reserve 
banks, that they were sending in here; they seemed to be 
entirely unsatisfactory. 

Mr. Meyer: I do not desire to get into any controversy 
with any one who expresses his views and I am glad that 
you have candidly expressed them. I am astonished at the 
views he entertains. It is the first time I have ever heard a 
man take the slant on bank examiner supervision that he 
has, and I hope there are not very many more. I think we 
have presented all of our evidence and we will stand pat on 
it and “let it go to the jury.” 

T. P. Farmer: I come from the little town of Tulsa, 
where the banks have an aggregate capital of $4,500,000, 
$1,500,000 of surplus, and $48,000,000 in deposits. We have 
had the examiner system there for some three years. But we 
have never found the trouble Mr. Kendall has suggested., 
However, I wish to say that I agree with him in a great many 
things he has said. I agree with him in the fact that exam- 
inations are a burden to the banks. I was a bank examiner 
for some five years and I know that a great many banks have 
found it very inconvenient that the bank examiner is there, 
because, under the rules of the Comptroller they have to seal 
up all the assets of the bank, and if the bank examiner is 
there with an insufficient force, then it is days and sometimes 
weeks before they can get back their securities and carry on a 
normal business again. But I don’t believe that under the 
system of clearing house examinations it is necessary to put 
them to that inconvenience. In fact, in Tulsa I don’t believe 
the banks knew when I examined them. 

Mr. Coman: I agree with Mr. Kendall in his comment 
upon having any more technical or theoretical authorities 
to supervise the banks. But my idea of a clearing house 
examiner is not a man who stresses the technical and 
theoretical sides of banking, but rather a man who goes into 
a thorough analysis of the assets of the bank. 
we had the question of a clearing house examiner up for 
consideration for a number of years, and we had various 
men suggested for the position. But they were all men who 
were expert as auditors. But that was not the type of man 
that we were looking for. We wanted a man who had had 
practical banking experience and who placed the technical 
side secondary. Emphasis upon the technical side of banking 
was quite forcibly brought to my attention under this last 


In Spokane ~ 


Comptroller of beloved memory. (Laughter.) Following the 
ideas of his chief, an examiner came into our institution at 
one time, and it seems instructions had gone forth from 
Washington that the by-laws and rules and regulations of the 
bank should be examined and a report should be made if they 
were carefully complied with as written. Now, the by-laws 
of our bank provided that our bank should open at 10 o’clock 
and should close at 3. The first thing the examiner did was 
to instruct the doorkeeper to, see that the door was kept 
locked until 10 o’clock. We are very liberal in our part of the 
country and if the bank has business to do, whether it be after 
banking hours or not, we are always very glad to see a cus- 
tomer. I saw the door was locked and a crowd accumulating 
in the lobby. I stepped out and the janitor said, “Why the ex- 
aminer told me to keep the door locked until 10 o’clock.” 
“Well,” I said, “I am still in charge here, and you can unlock 
the door and I will take the responsibility.” One of the first 
men in, came right over to my desk and asked, “Why, what is 
the matter?” I said, “Nothing.” “Why,” he said, “I asked 
the janitor to get in and he said ‘The bank is in charge of 
the bank examiner.’” (Laughter.) is 

We waited until we found a man who had had twenty 
years of practical experience as a banker. He was cashier 
of one of the larger banks and was thoroughly familiar with 
credit conditions in our community. Our experience with 
him as an examiner was most satisfactory, and the plan has 
the highest indorsement of all the banks of Spokane. We 
lost our bank examiner through his having been placed in 
charge of the Federal reserve bank of that city, and the 
examinations carried on under his direction, subject to the 
Clearing House Committee, were then carried on by the Fed- 
eral reserve bank. We did not find that as satisfactory as 
where we were the final authority to pass on his examina- 
tions. The examinations of the banks in Spokane are at pres- 
ent conducted under the Federal reserve bank examiner, but 
from expressions on the part of managers of banks there I 
am satisfied Spokane would be glad to have an independent 
examiner whose business it is to devote his attention to an 
analysis of the assets of the bank, rather than paying very 
much attention to the technical side of matters. You can 
get auditors for $150 to $200 a month, but we want a man 
whose judgment we believe is sufficient to warrant his being 
put at the head of one of the institutions, a man upon whose 
analysis and suggestions we can rely. Such a kind of exam- 
iner I think you will agree is very beneficial and tends to 
stabilize the banking business of any community. 

There was also another opposition that was voiced by some 
of the bankers in Seattle which seemed to me to have not very 
much merit. Some of them have very complete credit files, 
and they say, “If we have this clearing house examiner and 
we have all of our credit files assembled at one common place, 
where they can be subjected to inquiry from any bank, all of 
the banks will be just as safe as ours; then these mushroom 
banks that have sprung up will have all of the benefits of our 
forty years of experience; we object to it.” But they are com- 
ing around to a different viewpoint, I am very happy to say. 
They begin to realize that the safety of the banking business 
as a whole is worth more than any particular advantage which 
may accrue to one institution. 

A DELEGATE FROM LouISIANA: I was very much interested 
in the line of thought which Mr. Kendall expressed. I used 
to be one of the state examiners in Louisiana. It has been our 
experience with the state examiners—we are a state bank— 
that they come in with the idea that everybody is working for 
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them and immediately issue a lot of orders and keep every- 
body working nights. The clearing house examiners work for 
the bank. They come in with an entirely different attitude. 
They come in with the idea of doing the work themselves. 
We have the minimum amount of annoyance when the clearing 
house examiners are there. 

The national examiners are all very efficient men and, 
naturally, working under the Comptroller of the Currency and 
the various rules they have to be technical, but I think the 
trouble with the whole business is that in the state departments 
especially they are picked out not from the standpoint of effi- 
ciency and capacity to do the work, but many times they are 
sent there through political pull. The pay is not enough to 
get a good man. It strikes me that where clearing houses in 
large cities are able to pay the salaries to attract good men, 
you should not have any trouble in getting a good man. The 
biggest argument we had against the clearing house examina- 
tion was the trouble that it puts the officers to, but the safety 
of the depositors is much more important than the officers’ 
convenience. The officers of a bank are making their living 
out of the depositors’ money, and even though he might think 
that a clearing house examination might put him to a little 
more work and that it might not do any good, at the same 
time if he has a reasonable chance to throw further safeguards 
around the depositors’ money, why, it is the duty of the bank 
official to establish the clearing house situation. 

Mr. Meyer: What gratifies me more than anything else is 
that these gentlemen who have spoken are the biggest boosters 
we have had. I think Mr. Kendall has got the greatest treat 
in store for him that he ever had in his life if he gets in that 
clearing house examination. You are stating that only 10 per 
cent. of the examiners are good. That is why clearing house 
examiners were instituted. If we have political appointments 
and a man is not equipped for the job, why, you might just as 
well have a blacksmith try to repair your watch, for that mat- 
ter. I do not agree at all with the idea that there are not effi- 
cient men in the country. It is the system that you establish. 
It is these very points that you gentlemen yourselves are bring- 
ing out; that is, the strength of our system. We do not have 
any jockeying to do with a lot of political aspirants. Take the 
managers of banks in Pittsburgh, Chicago or New Orleans, 
when they select a man for that job they are going to know 
what kind of a man they want. There is not an industry in 
the world that you cannot find plenty of men to function it. 
To bring up arguments here that there are only about five men 
in the United States fitted to examine banks is the most ridicu- 
lous thing that I ever heard of. I do not blame you for kick- 
ing at examinations. I have been a national bank examiner 
for the Chicago district and state examiner and I 

Mr. KENDALL: That is how you came to get your job as 
clearing house examiner, on account of the wide experience 
that you have had. 

Mr. Meyer: I admit that, but what has that got to do with 
the fact that there are plenty of other men capable? It is just 


a question like any other man who makes a specialty of any- - 


But I do not follow your argu- 
This gentle- 


thing; he becomes efficient. 
ments at all about the trouble of examinations. 


man here made the point exactly, and that is that from time 
to time we have a clearing house examination because, in the 
first place, the clearing house examiner is selected for his effi- 
ciency and he is in turn allowed to select his own men for this 
work. We pay our head assistant $7,000, pay the second 
assistant $6,000, and we pay quite a number of men $3,600. 


The Clearing House Comimttee is very liberal, claiming it is 
the best insurance in the world; expense is no object. 

You are creating an impression here that we are trying to 
organize clearing house associations just for the purpose of 
examination. You gentlemen seem to think that we are going 
to do this and that and just force it down their throats. Why, 
it is a voluntary proposition on the part of the banks in or- 
ganizing them. We simply call their attention to it. They 
are not forced to organize; they are not forced to join it. 

CHAIRMAN: We are fortunate in having with us this after- 
noon Mr. John H. Puelicher, Vice-President of the American 
Bankers Association, and I would like to call on him for just 
a few words. 

Mr. PuELICHER: I come to pay the respects of the officers 
of the Association and to compliment you on being so actively 
at work on a beautiful afternoon as we are having here today. 

You are surely all entitled to promotion. I got into an 
argument just when the query was made, “Where are you 
going to find these efficient men?” Let me suggest that those 
of you who may be looking for examiners may find some in 
the American Institute of Banking. I am sure that Mr. Allen 
will be able to find some men for you that fill the jobs you 
want. (Applause.) 

I want to say just a word or two along another line if 
you will permit it. As Chairman of the Committee on Public 
Education I am very much interested in detailing the com- 
mittee’s program. The clearing houses are usually in the large 
cities. In the large cities is the large foreign element of 
this country. That element does not understand our institu- 
tions, does not know how to use our banks, is easily misled 
into the belief that the banker is not a proper person to deal 
with. I appeal to you, as members of this Clearing House 
Section, to get back of the program of the Committee on 
Public Education. Let us teach the children of these foreign- 
ers who settle in our large communities. Let us get into the 
seventh and the eighth grades of our schools, at least, and 
‘into the high schools and the colleges, and let us endeavor 
to make the people of America really acquainted with the 
banker and his function. Let us make it impossible for the 
agitator to cry us down. Let us educate the hundreds and 
thousands of people who will be benefited by using our banks 
so that they will become familiar with the functions of the 
banker, that both he and they will be benefited. (Applause.) 

GrorceE T. McCANbLEss (Kansas): I suppose I am the 
baby clearing house in the United States. I am from Hutch- 
inson, Kansas, a little town down there of 25,000 or 30,000 
people. About two years ago the bank commissioner of Okla- 
homa made a ruling that no Oklahoma bank should keep any 
money in Kansas unless that bank was under clearing house 
supervision. Wichita was the town most interested in that, 
and proceeded forthwith to put in the clearing house organiza- 
tion. Our town was much smaller and had quite a number 
of Oklahoma accounts, and so we took up the matter at that 
time of perfecting a clearing house, without any thought 
further than to have, as to examination, a firm of public 
accountants to take care of it. I remember very distinctly 
the first day that those public accountants came in to give 
us the examination. There were twelve of them. They looked 
like a swarm of locusts coming in. (Laughter.) They came 
unexpectedly, and they were there running around for three 
days. Then they shifted the men around and I don't 
know that I recognized any two of them there previously, 
but I do remember that two of them took three days to find 
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a difference of $25 in the cashier’s checks. And we were 
paying those men $25 per day. 

When we put that clearing house in we decided we would 
not make any charge for examination at all; that the examiner 
would have all the time he wanted—he was welcome there— 
and I will say this for Mr. Kendall, that one of the bankers 
told me just two or three weeks ago when I got through with 
him that, so far as the public knew and so far as they knew 
‘themselves in the bank, they would never have known we 
were there, because the work was taken up as it came without 
interfering with the bank’s work. 

A De ecate: I would like to ask Mr. Kelsey how the 
credit file system in Cleveland operates. 

Mr. Peterson: On my trip to Cleveland in May I in- 
vestigated the system thoroughly. Mr. Coates told me he 
considered this credit information, bureau of credits, more im- 
portant than the actual examination of the banks themselves. 

A DELEGATE: Do the different banks furnish the informa- 
tion they have in the files to the clearing house? 

Mr. PETERSON: Once a week tht banks furnish a list of 
all the names of all the new borrowers. 

Mr. Hartman (Oklahoma): There are only twenty-one 
clearing houses that have this system of examination, and I 
have a list of them here, a list of the cities where this is in 
effect, and if you gentlemen would write to each of the banks 
in those cities and draw your conclusions from the letters that 
you receive there absolutely will not be any question as to 
what you will want to do in this case. The clearing house 
examiner proposition is certainly the right thing. You cannot 
have too much supervision. As a member of the State Bank- 
ing Board of Oklahoma I know that when we have a bank 
that goes to the bad it usually has been that we have not been 
able to keep up the proper number of examinations. The 
clearing house examiner proposition is one that you cannot 
possibly get along without. I believe, Mr. Kendall, if you 
will adopt it in Pittsburgh you will not be worried too much 
by the boys coming in there and falling all over each other 
and getting in your way. 

Mr. KENDALL: There is not a clearing house examiner in 
all of New England, and their finances up there, I presume, 
are in as good shape as elsewhere. 

Mr. Hitton: I don’t know that I am qualified to speak 
for New York, but I have not heard anyone else speak on 
New York and the experience we have there. With some 
years in New York and the New York Clearing House, we 
consider the examination by the clearing house examiners 
in cities of major size absolutely necessary. I speak from 
the angle that perhaps some of you do not have because we 
take in not only the whole clearing house system but we 
have men go around and it is quite a job to get around from 
our main offices to the various bankers. I have found in 
observing the work and the reports they have made that 
every examination is complete, that their suggestions are con- 
structive, and that it is to my mind the height of folly not 
to avail yourselves of every opportunity you have to get a 
new angle on what you are doing. 

Raymonp F. McNALLy, St. Louis, Mo.: Just to put it on 
record, the only criticism we have of the examiner in St. 
Louis is that he does not come there often enough. It is 
difficult for him to come oftener than once in eighteen months. 
There never has been a visit but what the information re- 
ceived has been worth many times the cost of the examination. 

Mr. WiteEttT: I have listened with a great deal of inter- 


est to the arguments pro and con and I know they have 
strengthened my belief in clearing house examinations. The 
banks in our clearing house voted unanimously about four 
months ago that we would employ some one as clearing house 
examiner, but up to this time we have not been able to find the 
man. It is a wise thing for a town with only six banks to 
employ a clearing house examiner. Our banks decided that 
we would get a good man and pay him a good salary. We 
had one failure in our city a while ago that never would have 
occurred if we had had a clearing house examiner. It all 
happened by making loans that should not have been made. 
The stockholders lost the money, and had to make it up—more 
than the capital and surplus. We did not want it said that 
anybody had lost money in a bank in our city, and we told 
them if they would put up about $200,000 out of their own 
pockets, we would pay the depositors. That was done, and 
we made it good, but if the clearing house examiner had been 
employed, I am sure it would not have occurred. 

CHAIRMAN: I think we have cleared up the examiner 
proposition this afternoon. I feel that I should add my own 
limited observation. I feel that the examinations made by 
the national and state examiners are much more technical 
than those of the clearing house examiners. It seems to me 
that the clearing house examiners are able to give their time 
and attention to the matters of major importance and to 
spend less time on the subjects of minor importance. Our 
experience has been that there is very little difficulty. Mr. 
Meyer combines frequently with the Federal reserve examiner. 
Their forces come there together. Forty or fifty men will 
walk in at once, but they disturb us very little. My belief is 
that any money spent for clearing house bank examination 
is money well spent. I feel that one impression should be 
corrected, namely: that this Clearing House Section is en- 
deavoring, first of all, to establish clearing houses to secure 
the cooperation of banks and bankers in cities of all sizes. 

Secondly, we are endeavoring to secure now clearing house 
examinations in cities graduated from the medium to the 
larger size. We are not endeavoring to bring about clearing 
house bank examination the moment a city becomes sufficiently 
large to warrant it in establishing a clearing house for the 
exchange of checks. 

Our secretary has devoted a great deal of time to this 
subject, and permit me to refer again to the number of 
letters that are contained in the back of this pamphlet, if 
you have not read it. There are twenty-five from representa- 
tive bankers throughout the country. 


We will now have the report of the Nominating Committee. 
I will call upon Mr. McNally to take the chair. 


Mr. CRANDALL, Chicago, IIl.: Your committee begs to 
submit the following nominations for the ensuing year: 

For president—John R. Washburn, Continental and Com- 
mercial National Bank, Chicago. 

For vice-president—James Ringold, vice-president of the 
United States National Bank, at Denver. 

For members of the Executive Committee, whose terms 
are to expire in 1924, T. J. Hartman, of Tulsa, Oklahoma; 
Alexander Dunbar, of the Bank of Pittsburgh, Pittsburgh, Pa. ; 
to fill the vacancy occasioned by Mr. Ringold’s elevation to 
the vice-presidency, term to expire 1923, Francis Coates, Jr., of 
Cleveland. (Applause.) 

The report was unanimously adopted. 

CHAIRMAN MCNALLy: It is now my pleasure to present 
to you one who has been deeply interested in the work of 
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this Section. The presidency comes to him not only because 
of his eminent fitness, but as a recognition of hard work done 
for the American Bankers Association and the Clearing House 
Section, John R. Washburn, of Chicago. 

The emblem of office was thereupon presented to Mr. 
Washburn. 

Joun R. WAsHBuURN: I appreciate this honor very deeply 
indeed, and I shall try to do my best for the advancement 
of this Section. I sincerely hope that the members of the 
Executive Committee, as well as the other officers, and mem- 
bers of the Section, will give me the same support that they 
have accorded our officers heretofore. I hope to make the 
Section, with their help, as interesting and as beneficial as 
it is possible to do. 

The chairman presented the emblem of office to Messrs. 
Dunbar and Hartman and each fittingly acknowledged the 
honor conferred by the election. 

Chairman Washburn thereupon resumed the chair. 

L. C. Humes: Your Committee on Resolutions report as 
follows: 

Whereas, at a meeting of the Clearing House Section of 
the American Bankers Association at its annual convention 
held at Los Angeles, California, it was the sense of the meet- 
ing that it should take definite action on the question of the 
abolishment of the publication of bank clearings, and in lieu 
thereof that total debits, which it is believed represents more 
clearly the total volume of business transacted, be published; 
and, 

Whereas, it was the sense of the meeting that the publica- 
tion of such information should be discontinued, but that the 
information should be furnished to the managers of the clear- 
ing house, not only by member banks, but by non-clearing 
institutions, 

Therefore, Be It Resolved, That the Clearing House Sec- 
tion of the American Bankers Association heartily indorse 
the stand taken by the St. Paul (Minnesota) Clearing House 
Association which on September 28, 1921, adopted-the follow- 
ing resolution: 

Resolved, that, beginning January 1, 1922, or such earlier 
date as may be generally agreed upon, the members of this 
Association, and such other banks as clear through a member 


bank, be required to report to the manager each day at time of 
clearing, the total of their individual debits of the preceding 
day, with the view on the part of this Association of using 
such individual debits in publications hereafter, in lieu of 
clearing figures, it being the belief that total debits more nearly 
represent the volume of business transacted in this city. 

And Be It Further Resolved, that the Clearing House Sec- 
tion recommends that every clearing house association adopt a 
resolution of similar purport so that after January 1, 1922, 
the publication of total daily transactions shall be given the 
publicity now given to daily clearings. . 

Whereas, the report of the Acceptance Committee of the 
Clearing House Section, presented by Mr. Houston in the ab- 
sence of Mr. Thralls, has been accepted, 

Therefore, Be It Resolved, that a vote of thanks be ex- 
tended to this committee for their untiring efforts during the 
year in serving in this capacity, and it is the sense of this com- 
mittee that this work should be continued. 

And Be It Resolved, that the same committee be continued 
for a further period of one year. 

It Is Further Resolved, that this meeting extend its very sin- 
cere thanks and appreciation to all those who, by their interest 
and efforts on behalf of the section, have contributed so largely 
to the success of this meeting. 

Be It Further Resolvet, that this section extend to the state 
representatives of Clearing House Sections its hearty thanks 
and appreciation for its cooperation which it has given the 
section during the year. 

And Be It Further Resolved, that its special thanks be ex- 
tended to A. A. Crane, its president, under whose direction so 
much constructive work has been accomplished during his 
tenure of office. 

And Be It Further Resolved, that this meeting extend to 
John R. Washburn, vice-president, and to Raymond F. 
MeNally, its hearty appreciation for the very capable and con- 
scientious manner in which they have conducted our meetings 
in the absence of its president. 

And Be It Further Resolved, that the special thanks and 
appreciation of the Section be extended to D. A. Mullen, its 
secretary, through whose intelligent interest, conscientious ef- 
forts and hard work the objects of our section have been car- 
ried forward with the result that the section closes its work for 
the fiscal year with a record of still greater accomplishment 
than ever before in its history. 

The report was unanimously adopted and the convention 
adjourned. 
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Proceedings of the Sixth Annual Convention 


First Session 
WEDNEspAY, OctoBEeR 5 


Vice-President John G. Lonsdale called theameeting to order 
at 2 p. M. in Berean Hall, Auditorium. The invocation was 
pronounced by Dr. James A. Francis. 

CHAIRMAN: The next order of business is the .report of 
the President, H. H. McKee. I have to announce that owing 
to the duties and activities of Mr. McKee, whose bank is rather 
in the shadow of the National Capitol, and whose efforts there 
we all appreciate, he could not be present today. However, 
he has «:iven a most exhaustive report, and the copy has been 
put on the seats in the room, and I hope that you gentlemen 
will take it home and read it with interest. It represents a 
great deal of hard work. 

The next order of business, being the report of the Chair- 
man of the Executive Committee, Waldo Newcomer, I wish 
to state that that report is also printed, and you will find it be- 
fore you. It is what is considered very full and complete, and 
it is right to the point. 

The next is the report of the Secretary, Mr. Edgar E. 
Mountjoy. It, too, is in printed form so that by having the 
three reports before you, there is no member of this division 
who will not be informed. 

The next order of business, being the appointment of com- 
mittees on resolutions and on nominations, I will now make 
those appointments. 

The Committee on Resolutions will be: Oliver J. Sands, 
Chairman, president American National Bank, of Richmond, 
Virginia; James A. Latta, vice-president, Northwestern Na- 
tional Bank of Minneapolis, and Howard W. Whipple, presi- 
dent First National Bank, Turlock, California. 

The Committee on Nominations will be: Ford E. Hovey, 
president Stockyards National Bank, of South Omaha; Harry 
J. Haas, vice-president First National Bank, Philadelphia, and 
John N. Edlefsen, president Peninsular National Bank, Port- 
land, Oregon. 

We endeavor in all our committees to make appointments 
not only of merit but in accordance with geographical 
proximity. 

One of the great privileges you have this afternoon is to 
hear a man who, in the language of the streets, is the boss of 
all the National Banks. It has been conceded that the office 
of Comptroller is the most instructive as well as the most 
sympathetic office of our Government; and in choosing a 
Comptroller it is first necessary to have a manly man. It 
is also necessary to have one who is patient, and who is 
conservative. We may see, in looking over the different values 
that we have in the United States, that there are none of our 
government bonds at a premium. Despite the gold situation, 
even gold is not at a premium; but the men who recognize 
merit know that there is always a premium on common sense. 
(Applause.) I have the honor to introduce to you the Hon. 
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D. R. Crissinger, Comptroller of the Currency of the United 
States, 


Our New Responsibilities 
D. R. CRISSINGER, 
Comptroller of the Currency 


I would be unmindful of a grateful heart if I did not take 
this opportunity to express to you men the gratitude I have for 
the generous treatment I have received from the national 
bankers of the United States. I would be unmindful, too, if I 
did not express my appreciation for the splendid entertainment 
I have received at the hands of the citizens of this wonderful 
city of Los Angeles. There may be greater and prettier cities 
in the world, but you will have to show me. I am from Mis- 
souri. (Applause.) 

And then there is such a splendid manhood and woman- 
hood here, gathered from every quarter of this republic of 
ours; and it is of the choicest of our manhood and woman- 
hood. To be a sojourner even for a few hours or a few days 
here is worthy of a trip across the continent. What I have to 
say to you today I want you bankers to understand is for the 
purpose of starting thought. I am not commanding you today, 
and I have no orders to give; but I think, as an American 
citizen, entrusted with the duties that I have to perform, I 
should give you some idea of the passing events and some 
ideas of the responsibilities that fall upon the banks and the 
citizens of the United States. I am not unmindfui that you 
men occupy the greatest positions of trust of any of our citi- 
zenship. If we are faithful to the trust that is imposed upon 
the bankers of this country, whether national or otherwise, we 
are performing the greatest patriotic duty that a citizen can 
perform on his part in the government of the Republic. 

I am necessarily going to confine the remarks which I have 
to make to a manuscript, because I feel that the questions are 
so important that we cannot afford to misunderstand them or 
be misquoted. 

Probably in no generation since the principles of economics 
and finance began to be formulated by thinkers has there been 
less confidence in these as exact sciences than there is today. 
Everywhere there is a great looseness of thinking and of the- 
ory about these vital affairs. We all remember that when the 
war started in Europe at the middle of 1914 most of us, and 
most of the best theoretic thinkers, confidently believed that 
war on such a gigantic scale would necessarily be of short 
duration because “economic exhaustion” would supervene and 
compel a return to peace. We had been taught, and we almost 
universally believed, that the complexities, the artificialities, the 
closely articulated interdependence of parts in our modern eco- 
nomic system, would make it impossible for the social machine 
long to go on functioning, for people to be fed, and clothed, 
and housed, in a time when so vast a proportion of men’s 
energies were withdrawn from production and devoted to 
destruction. 

Where is the banker among you who would have dared, 
seven years ago today, to face this convention and declare that 
the financial and credit fabric could stand the strain that it 
has borne since that day? 

Where is the captain of industry who would have risked 
his reputation by telling us that the industrial structure would 
have sustained the demands that have been imposed upon it? 

Point out to me the master of transportation who would 
then have told us that the transport system of the world—its 
merchant marine, its inland waterways, its rail and other high- 
ways—could have survived after having so much taken out of 
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it and so little put into it? Where is the sociologist who 
would have believed that our social institutions could live 
through so long and fearful a stress, and come forth so little 
changed? 

I come to you from the office of the Comptroller of the 
Currency, with a message of assurance regarding the tried 
and seasoned instruments of banking finance. They: have not 
only weathered the storm, but they have come forth stronger, 
sounder, more firmly held in wise bounds, than ever before. 
You gentlemen may have been too busy to stop and realize it, 
so I am going to tell you that American banking and finance 
have made progress in the last decade—and less—that nobody 
would have dared believe possible. I do not mean merely 
progress toward larger totals of assets and responsibility, but 
progress to the wider, bigger, more social appreciation of and 
relation to their place in the community. We have passed 
beyond the time of provincialism. You have bent your backs 
to the burdens that an anguished world cast upon them; you 
have carried the accumulated liabilities of a disjointed social 
system; you have risen almost over night from the parochial 
to the cosmopolitan attitude toward these questions. I tell you 
these things, not to tickle your vanity but because I know. It 
is my business to know, and I sit up nights in order to know. 
You have done so huge a work that I am able only to marvel 
at it, and in this presence to express my acknowledgment and 
appreciation. 

At our end of the line—on the side of administration and 
supervision—we have sought to be appreciative, helpful, con- 
structive. We have not been willing that the burden of these 
times should be distributed too unfairly. We have seen them 
at times when only the fullest cooperation could adequately 
serve the common interest. We have sought to enlist that com- 
plete cooperation. Our aim has been to insure that the com- 
mon weal should be sustained by the common resources. 

We have at times been painfully aware of cases of bank 
profiteering; of unjustified hoarding, of over-fed reserves, of 
dangerous corpulence on the asset side of the sheet. There are 
bankers who have played more than safe and thus forced 
others to bear more than their fair share of the loads. Their 
number, I am glad to say, is not very great; but it will do no 
harm for me to say that we have our eye on these over-cau- 
tious ones, and that we are not much disposed in their favor. 
The banker who conceives that his sole responsibility is to 
maintain a preposterous reserve or earn an unbroken suc- 
cession of fat dividends, is not, in our view, the best banker. 
Rather, we want bankers who think equally of their com- 
munity, of industry needing the life-blood of credit, of labor 
requiring emp!oyment, of business crying out for encourage- 
ment. There is-a gratifying preponderance of such bankers; 
and they have brought us sound, safe, confident thus far on 
the road to restore business and normal conditions. 

At Washington we have been seeking to make credit more 
available, interest rates a less tax on business, money supplies 
easier. There has been general but not universal support in 
this effort. The bank that gets advances at a loW rate from 
the Federal reserve system, and only seeks to increase its 
profit by reason of that privilege is not doing its part. The 
Federal reserve system was not intended for such purposes. 
Its advantages in easier, more liquid money supplies, were 
intended to be passed on to the business community. Just in 
the measure that we are able to make credits easier and re- 
discounts cheaper, we shall expect bankers to transfer those 
benefits to the business of the land. You are expected to 
understand that banks are a convenience and a facility to busi- 
ness—not that business is the ever-ready support of high and 
yet higher banking profits. 

Let me give you a particular case. The other day I saw 
the report of a day’s applications for rediscount of paper with 
one of the Federal reserve banks in the west. One hundred 
and eleven notes were in the portfolio. They were offered as 
security for advances of money at 6 per cent. Now fifty-two 
of those notes were at 10 per cent.; twenty-one at 9 per cent.; 
two at 8% per cent.; fourteen at 8 per cent.; three at 7% per 
cent.; five at 7 per cent.; two at 6% per cent. and two at 6 per 
cent. That is what I mean by bank profiteering, and so long 
as it goes on it will be pretty nearly useless for banks to pro- 
test against the issuance of charters for new and competing in- 
stitutions in their territory. It shows the barometer of bank- 
ing conscience. 


Let me give you another. An application came for a na- 
tional bank charter in a small town where there were already 
a national and a state bank. I looked them up, learned that 
they were of the class I call profiteering banks—and chartered 
the new one. So long as profiteering goes on the danger of 
just that sort of thing will persist. 

It is my pleasure to bring you word of a vast improvement 
in the general business and financial situation. The last half 
year has been marked by a steady liquidation of credits too 
long, standing, and a persistent increase in the volume of cash 
available for accommodation of currert business. The outlook, 
by whatever standard judged, is better now than in many 
months. 

For a few months I happen to have been the official head 
of the Federal government’s agency for supervising the vast 
fabric of our national banking system. I have come in that 
time to a new and impressive realization of the financial power 
this nation wields. Our banks, of all classes, possess resources 
and responsibilities aggregating more than all the rest of the 
banking resources of the world. We have in the last few 
years—the years of the supreme trial for our whole social 
scheme—Seen this financial structure of ours grow, expand, 
strengthen in a measure far beyond anything we would have 
believed possible. Truth has again proved stronger than the 
most fascinating fiction. We have seen the justification of our 
economic theories, through the very tests that we had most 
feared. World-wide conflagration, universal war, have swept 
continents and seas; yet at the end, despite some scars and dis- 
comforts, the financial and industrial structure comes forth 
greater and stronger than ever. 

The truth is, it seems to me, that if we will-be fair with the 
institutions that have served us thus well, we will have to 
admit that they are stronger, sounder, more logical than we 
ourselves believed them to be. I undertake to say that these 
institutions, against which for generations we had been hearing 
the preachments of Utopianism, are more strongly established 
today than when the war began. For the test has shown us 
how strong they really were, what they could do; while on 
the other side, Russia’s trial of ultra-radical theories on a vast 
scale has shown us, in a way that all must understand, how far 
those theories yet are from reduction to anything like a work- 
ing hypothesis. 

The bridge that has brought us this far over, I think, is 
built on pretty sound lines. Its factor of safety was more 
generous than even its builders had calculated; and we will 
do well to attempt no sudden departures in structural plans. 
We have found, it is true, that not all the parts were equally 
strong; but we have the advantage of knowing now which 
were weak, and how they can be strengthened. Our experi- 
ence has taught us to take a more charitable view of the ex- 
pedients, to dare experiments, to recognize that vision and 
imagination are part of the equipment of true statesmanship. 

One thing to be avoided, in this era following the tense- 
ness of war, is a too great reaction toward fixed and immov- 
able institutions. We have found that in the experiment of 
making our institutions more plastic, more elastic, more adapt- 
able, we have not necessarily weakened them. We have learned 
that in order to bear the extreme strains they required some 
remodeling and adaptation. We know that if the war had 
gone on for another year there would have been much further 
progress in this reorganization and readaptation. We saw the 
methods of rigorous autocracy applied to great democratic 
communities, in order to enforce economies and efficiencies 
that were borrowed from the programs of socialism and com- 
munism. We know that our own country, in another year of 
war, would have put into effect an industrial and economic 
mobilization, far beyond any that was actually inaugurated. 
We went far enough toward this mobilization to convince us 
that, had the necessity persisted, we could have made it keep 
the economic machine in operation alongside the war machine; 
made it keep the mechanism of production working at a high 
enough speed to furnish materials for the machine of de- 
struction. We saw ourselves growing more and more efficient 
at both production and demolition; and the lesson was so im- 
pressive that few of us dare to guess how much longer we 
might have gone on. 

We saw non-essentials rigorously cut out from our regimen, 
in order that there might be greater production of the necessi- 
ties of war and of living. We were beginning to understand 
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what thrift and economy really meant; to recognize the true 
significance of cooperation; to realize in the broadest way the 
unity in which nations, peoples, continents, are held; the com- 
mon reliance of each upon all. 

And then came the end of the great, feverish, inspiring 
strain ;—the reaction toward excesses of individualism; the 
resumption, all too soon, of the old, easy ways of living; the 
renewal of luxuries and speculations and excesses ;—and be- 


fore we had fairly realized the full implication of the revolu- . 


tion we were starting, we had, in the recklessness of victory’s 
hour, well-nigh thrown away the best benefits of our discipline 
and self-denial, and left ourselves only the burden of debt and 
grief and disillusion. 

We imagined that victory was the end, when in fact it was 
only the pause for a new beginning. Those to whom victory 
did not come, those who tasted the dregs of defeat, were per- 
haps in some ways fortunate to have forced upon them the 
realization that for them there was nothing but to begin anew, 
to gird themselves for another struggle to reestablish them- 
selves. And because of this, we nowadays find ourselves not 
infrequently wondering whether at last the victor or the van- 
quished will prove the greater sufferer. 

Our own country emerged from the struggle with its rela- 
tion to the world fundamentally changed. Greatest of creditor 
states, we realize both the demands that are pressed upon us 
and the obligation to meet them. We have come to under- 
stand that we cannot thrive alone. We cannot be exceedingly 
prosperous with all our riches while all Europe is hopelessly 
impecunious and destitute. We want to help, but we are de- 
termined not to be imposed upon. We recognize the superior- 
ity of our economic and financial situation, but we are coming 
to see that no existing mechanism is fully adapted to distribute 
the strain and enable us to bear this responsibility. In short, 
we find ourselves confronting a task for which we are sure 
we have the necessary strength, but for which we fear we lack 
training in particular skill, in technical experience. 

The circumstances demand that we assume a role of leader- 
ship. The rehabilitation of Europe is the key to our whole 
economic and industrial situation. We cannot effectively help 
to rehabilitate Europe by merely doling out aid without system 
or foresight. Our part of leadership must be played by using 
our influence to induce Europe to help herself. 

A few months ago an American publicist who had particu- 
larly good opportunity to study the war and its developments 
both in this country and abroad, published what has seemed 


to me a statesmanly plan by which American leadership could 


be made most helpful. 1 refer to an article by Judson C. 
Welliver on “Europe’s Debt to America,” and how this debt 
might be made the means of a great service to Europe. That 
article was published in the American Review of Reviews, and 
I wish it might have the reading and thoughtful consideration 
of every public man, economist, statesman and financier in this 
country and Europe. 

Mr. Welliver pointed out that the old economic scheme of 
Europe had been wrenched apart by the war, and put together 
on new and utterly unrelated lines. The old economies had 
been adjusted to certain long-established political relationships 
and nationai boundaries. In the redistribution of territories 
and sovereignties, these economic circumstances and inter- 
dependencies were lost sight of. International boundary lines 
were moved about with utter disregard for the effect on com- 
mercial and industrial conditions. In the excesses of the new 
era of intensified nationalism, tariff barriers and governmental 
regulations inspired by racial and war prejudices were raised 
along a hundred lines where they could only serve to prevent 
exchanges and cooperation absolutely necessary to the peoples 
on both sides. Transportation systems were torn to pieces, 
the free movement of commodities was interfered with in 
every direction. Cities and industrial areas were cut off on 
one side from their source of necessary supplies, and on the 
other side from the populations that had immemorially consti- 
tuted their markets. 

The new map of Europe was drawn by the politicians in 
utter disregard of the warnings and protestations of the econo- 
mists. There resulted inevitab'y a chaos of money, and credit, 
and transportation, and tariff, and political conditions, that 
made it impossible for Europe to emp!oy the old machinery of 
service to itself, that had grown up through the long centu- 


ries. Let me quote a few sentences from Mr. Welliver’s 
article: 

“If we could imagine our forty-eight states struggling in everlasting 
competition, with tariff walls around them all, and industrial jealousies 
everywhere—then we would gain a pretty fair idea of the advantages 
which we possess as compared with Europe. 

“Imagine a proposal to erect a tariff barrier at the Mississippi that 
would prevent Iowa hogs going to Chicago! Or another tariff wall at 
the Hudson, that would keep Chicago meat_out_ of New England! 
Think of the wail from both Alabama and New Hampshire, if there 
were suggestion of interference with the movement of cotton from 
the South’s fields to New England’s mills! Yet the foregoing are only 
colorless suggestions of the picture that disjointed, competing, strugglin 
Europe presents. Imagine everything east of the udson consume 
with fear of everything west of that stream; conceive the Missouri as 
the dividing line between bitterly hostile communities; picture the 
Mississippi Valley turned into a “corridor of the Gulf” for the perfectly 
frank purpose of keeping these rivals from either quarreling or con- 
solidating—and we have a little stronger suggestion of what European 
conditions would mean if applied to America. 

“Tron in Lorraine and coal in Westphalia are natural industrial 
complements. Divorce them by decree of the tariff tinkers or map 
makers, and the industrial balance is hopelessly out of joint. Silesian 
coal presents another phase of the same problem.” 


After enumerating many like examples showing the eco- 
nomic confusion which Europe now presents, Mr. Welliver 
proceeds to suggest possible remedies that might be applied 
through American influence. Again I quote: 


“We are entitled to expect that if we extend credits, we will 
be helping a solvent Europe, and a Europe restored to industrial 
activity, productivity, and peace will be best able to pay. It will be 
altogether within the proprieties for the American government to 
manifest the most lively interest in all trade, financial and economic 
arrangements among the states of Europe, with a view to protect 
American interests. All the obstacles which rivalries among European 
states lead them to erect among themselves injure American trade. 
America has as much right to insist on policies that will further 
its interests, as have others of the Allied powers. If it did, it would 
be serving Europe as well as itself. It would be pursuing a policy 
calculated to produce mutual confidence and concord among European 
people, to strengthen the argument against war, to break down the 
old animosities, to extinguish the flame of ancient hatreds, and at 
last to bring Europe into a condition of real, recognized interdependence 
among its parts. 

“The most effective present use for our huge investment in Europe 
is, in short, as a lever to lift Europe toward a policy of commercial 
enlightenment based on the idea of continental free trade. The surest 
way to help Europe back to solvency and the ss to pay us is to 
— Europe to adopt this policy. Both would gain, neither would 
ose. 


This proposal is, then, that as a condition precedent to con- 
tinuing economic aid to Europe, our government should urge 
that Europe sweep away the barriers to easy operation of in- 
dustry and commerce, and establish something approaching the 
continent-wide privilege of trade with the least possible restric- 
tions, such as we have here in the United States. I am con- 
vinced that this is no counsel of impossible idealism. The most 
earnest appeals for our financial assistance constantly come to 
us. If it is to be extended, it should be in pursuance of a 
definite policy of this sort. 

Along with its chaos of economic and industrial conditions, 
Europe is afflicted by a chaos in its currency system. Through- 
out most of the continent the gold standard is either a memory 
or a fast fading and high!y insubstantial shadow. Even where 
there is still pretense of maintaining it, reserves are inadequate 
and dwindling. Europe’s gold, the world’s gold, continues to 
flow to us until, tardily, we are coming to recognize that it is 
only worse for us to have too much gold than for other coun- 
tries to have too little. We have gold inflation and the others 
have paper inflation. Exchanges are demoralized, and com- 
merce is largely a matter of speculation in exchange. These 
uncertainties vitally affect all forms of credit and every trans- 
action of trade. 

In some recent addresses I have ventured the statement that 
a bank of international exchange on the lines of the medieval 
banks of exchange in the commercial cities of both northern 
and southern Europe might be set up, perhaps with branches 
throughout the continent. With its capital provided by syndi- 
cates of bankers throughout the world, such an institution 
would be able to maintain the gold basis in the transactions of 
international trade. It would raise that particular branch of 
commerce to a level of its own, independent of the domestic 
currency systems of the various countries. 

Such institutions accomplished exactly that in the middle 
ages, and would do so again. Each country would translate 
its own depreciated currency into the established unit of this 
international institution, and thus would be provided both in- 
centive and instrumentality for the early reestablishment of a 
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sound money system. For the greater part, perhaps entirely, 
private banking interests would be able to furnish the capital for 
such an institution. Located in one of the great capitals, with 
branches in the different countries, it would be the natural 
meeting point for the conversion of all media of credit, such as 
bills of exchange, ter Meulen obligations, and the like, into 
an accepted money and exchange unit. 

Since this proposal was first put forward, it has been widely 
discussed, and the Secretary of the Treasury, Mr. Mellon, has 
recently taken a long step toward its realization by proposing 
conferences in the different countries this fall to consider cur- 
rencies and exchanges. I shall not here go into the argument 
for such an institution of international exchange, or the ex- 
position of its possible utilities. These have been set forth by 
others better qualified, including some of the greatest economic 
authorities of all time. 

It has been said, and it is true, that some of these exchange 
banks came at last to a bad end. In at least one case such a 
bank was drained of its resources, indeed fairly looted in the 
most modern fashion, by the city fathers of the town that had 
chartered it. But this only proves that the bank possessed ex- 
ceptional power ; it long sustained both its own legitimate obli- 
gations and the broken-down credit of a mismanaged munici- 
pality. With the examinations, periodic reports and in general 
all measures for protection of the public interests that are 
modernly thrown about banks, it would have been perfectly 
safe and sound. To say that some of these medieval exchange 
banks came to disaster is not by any means to prove that their 
basic idea was valueless. As well condemn the whole system 
of issue and deposit banks because there have been bank 
failures ! 

The fact is that we have come upon a time when we need 
to revert to this old plan of banks of exchange. Of course we 
must recognize that at the outset such a plan would immedi- 
ately confront the need for American support, backing and— 
gold. Well, we have the gold. We are constantly getting 
more of it, until we are growing wise enough to wonder what 
we shall do with it. Is there not enough of financial states- 
manship among us to devise a method of utilizing some of it 
as our contribution to capitalizing such an institution or group 
of institutions of international exchange as I have suggested? 
It would of course be done in cooperation with other countries. 
In my view the participation of our country should be condi- 
tioned largely on such reform in its finances, such readjust- 
ment of its relations with its neighbors, such removal of eco- 
nomic restrictions, such concessions in tariffs, as would repre- 
sent the substantial beginning of compliance with the demand 
for more free and liberal trade relations. 

It is no answer to such a proposal to say it is visionary 
and experimental. We must not reject everything that has 
never been tried before; and it happens that banks of ex- 
change to deal with disjointed money situations have been 
tried, and have worked. The exchange banks of the middle 
centuries had to cope with money and exchange conditions 
quite as demoralized as those of today; and they did not have 
the backing of such organized, understanding, conscious forces 
as could now be arrayed in their support ;-yet they became the 
financial founders of modern times. 

As to the willingness of Europe to accept American coun- 
sel, to comply with American conditions by removing obstacles 
to commerce, there can be no serious doubts. Not only is our 
right of making suggestions recognized, but our financial and 
economic power is such that all possible conditions would be 
met. Better a thousand times for us to participate in putting 
Europe on its feet in a normal, healthy way than to go on 
doling out charity wherever the latest and most intense dis- 
tress is presented, with no defined program of permanent re- 
habilitation. 


Beginning about the middle of the last century, Europe as- 
sumed on a grand scale the role of capitalist for America. 
Europe’s bankers and capitalists advanced the means to build 
our railroads, develop our industries, open our mines, create 
our municipal utilities. Is there a man among you so young 


that he cannot remember when the daily paper brought its 
daily story of the European syndicate that was “taking over” 
some great American industry, or facility, or transportation 
system? We know, now, that such stories were only the jour- 
nalistic trimmings to the announcement that more and more 
We know that the 


European capital was being enlisted here. 
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partnership between our opportunities and Europe’s capital was 
good for both Europe and us. We know, now, that European 
financiers had the vision, the daring, the imagination, to see 
these opportunities in a land to which the population had not 
yet come. They dared to provide funds for railroads for a 
country that had not yet people to use them. They had cour- 
age to build tramways for cities yet to be populated. They 
ventured to open mines for whose wealth there were no buy- 
ers in sight. 

And because they thus splendidly dared, not only here but 
in all the new continents of the world, the masters of Euro- 
pean finance made themselves the bankers of creation; made 
European finance the lever to lift mankind to the level of 
modern institutions. Did Europe lose by its enterprise? 
Rather, it profited so greatly that the least of the continents in 
area became well-nigh the ruler of the world. 

Now things have changed. Europe needs what we have. 
Where she formerly loaned she now would borrow. Where 
we formerly were so poor that we were glad of her loans, we 
are now called upon to invest abroad. Will we do it? We 
must, if we will protect our future interest in world trade. 

When Europe began, several decades ago, to invest exten- 
sively and systematically in the United States, it did so, not 
for the altruistic purpose of helping us; not even with the pri- 
mary purpose of getting the profits on its money. Its under- 
lying object was trade. That has always been the first aim 
of foreign investment. European investors bought stocks and 
bonds in the railroads of the new continents, in order to con- 
trol sales of materials to them. When German or British capi- 
tal financed a railroad in the Argentine, you may be sure that 
the rails, locomotives, cars, equipment of that railroad were 
furnished by the country that provided the capital. It was the 
same everywhere—the industrial right hand and the financial 
left hand helping to wash each other. 

When Europe began investing here, it was in a new coun- 
try, undeveloped, speculative, sparsely peopled. But Europe 
took the chances, for the sake of the business. Now Europe 
asks financial help from us, but asks us to take no such risks. 
It offers us the security of the oldest society of the eastern 
world; of great, skilled, thrifty populations; of half the 
property and public resources of the world. Will we hesitate 
to pay back our debt to her, when by doing so we are certain 
further to strengthen and enrich ourselves? 

Europe and the United States, jointly, constitute “the power 
house of the line” of occidental civilization. They will not sur- 
vive separately. That civilization will be sustained by their 
joint efforts, or will pull both down in its collapse. For God’s 
sake, let us have the courage to look the situation in the face 
and dare the measures needed to deal with it. Let us get to 
our people an accurate, comprehending vision of our new place 
and responsibilities in the world. 

We all understand that ours is the greatest reservoir of 
wealth and credit. We are the great creditor nation, and 
must continue so. Shall we be mere money lenders, advancing 
from our hoarded store on the deposited valuables of im- 
pecunious customers and issuing pawn checks that will remind 
them everlastingly of their duty to hate us? Or shall we 
assume the big, constructive role of financiers? Shall we be 
the pawnbrokers, or the bankers, to the world? Shall we in- 
sist on a part of the management stock, or be content with no 
interest in the management? It seems to me perfectly clear 
that we are entitled to, and must demand, a share in the 
management. 


As the custodians of far more than our apportionment of 
the world’s gold, we must admit that we are merely trustees 
for the financial world in holding it. We must make the world 
understand that when its gold flows here it is not lost in the 
Great American Desert, or sunk in the Atlantic. The gold 
stock must be recognized as a symbol. It is to the financial 
fabric of the world what the statutory reserve of a bank is to 
that institution—not a treasure of Dives to be hoarded, but a 
pneumatic cushion against the time of need, to ease us down to 
normal levels again. 


For generations Britain was the gold headquarters of the 
world, the one assured free market’ for the standardizing metal. 
Why did she hold that place? Because she was too wise to be a 
miser, a mere hoarder. She knew that a good repute was worth 
more than tons of the yellow stuff. She held herself as trustee, 
on behalf of the commercial world, for all the gold that came 
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to her. She let it go as freely as she let it come. She made 
hers the one universal free market for gold; and in doing so 
she made herself the financial capital of all creation. 

Now, our turn is come to do that same thing for ourselves 
-_ all the rest of the world. Are we big and wise enough to 

it! 

Let me make myself perfectly clear. The huge gold store 
we now possess is ours in law and fact. We may plug it into 
our teeth, or sink it yonder in the Pacific if we like. But if we 
would rise to our potential place in the society of nations we 
will use it to help all the world together. We can spare enough 
of it to buy ourselves a partnership in the reconstruction of 
Europe; and incidentally we will be doing Europe the service 
that she needs far more than she needs charity. 

We have the gold, the wealth, the producing capacity, the 
credit. Have we the courage and the genius to bring forward 
a plan that will insure to us and to all the nations the full ad- 
vantage of this reservoir of resources? I believe we have, and 
I am confident that American financiers, statesmen and people 
will, when they understand the situation and how it involves 
their own welfare, unite in supporting such a plan. I submit, 
as the outline of that plan, the program of rehabilitating 
Europe, with American participation, through a scheme of sta- 
bilizing exchange, unifying trade mediums and removing the 
artificial barriers to easy commerce. 

It is quite true that our first responsibilities are to our own 
people. I would be the last to forget that. Charity should be- 
gin at home, and even more should good, sound business 
methods. We have here the richest continent in natural re- 
sources that God made. It spreads before us a boundless field 
of invitation to enterprise, adventure, industry. We must 
build railways for its commerce, factories for its industry, 
houses for its people. We must provide vast works of irriga- 
tion here, of drainage yonder. If it was all the world to us, 
it would absorb all our energies for centuries to come and 
richly repay our efforts. 

But we cannot live thus to ourselves alone. We are part 
of a world-wide system. Along with these responsibilities to 
our own, we have other and unescapable responsibilities to the 
rest of mankind. We will best discharge these duties to our 
own people and nation if we will open wide our eyes and admit 
the full vision of our duty to the whole of humanity. In short, 
the world must be our unit of thought, of visions, of action, 
if we are to make the most of the opportunities before us. 

We have passed the era of that old-time statesmanship 
which demanded, “What do we care for abroad?” We have 
to care for it. We kept out of the war till more than half its 
course was run; some of us protested to the last against get- 
ting into it at all, still demanding, “What do we care for 
abroad?” But we had to get in, and now we know that be- 
cause we delayed too long in getting in, we paid a premium 
for every day of delay. 

So it is as to the world’s task of rehabilitation. We must 
play a great part. A few weeks hence, the nations are coming 
as our guests, to consider means of control.ing armaments, 
moderating taxes, restoring the balance to government budgets. 
In the effort to accomplish that, surely the bankers, whose 
earliest lesson is that the balance sheet must present a precise 
balance, can be relied upon for support. Who so well as the 
banker can be expected to realize that civilization must make 
its budget balance if it is to be saved? The conference on 
limitation of armaments represents the effort of society to 
make its budget—fiscal and social as well—come to a balance. 

From this conference, so pregnant with possibilities of good 
to mankind, there is hopeful augury for splendid results. There 
is promise to set our feet in the right path. But, even if the 
effort for limitation of armaments shall open the way to peace 
and restoration, we will still have to deal with the enormous 
task of economie readjustment; and that can be done only 
through the whole-hearted cooperation of our country. That 
cooperation we must give, whether we like or dis-ike it. Shall 
we give it grudgingly, meanly, aimlessly and hesitatingly, and 
invite the hatred and contempt of the world? Or shall we 
extend it in the big, masterful understanding manner of busi- 
ness dealings with a business prob!em, and win the love and 
admiration of mankind? Shall we go on dissipating our ener- 
gies, wandering in the jungle, without guide or compass; or 
shall we boldly lay down a course, and set ourselves to hew 
a path straight through to the end, by which all may travel in 
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security and confidence? That is the way to which we are 
accustomed ; it is the one we will adopt, for it is the American 
way. 

CHAIRMAN: Gentlemen, that address, given in such a judi- 
cial manner, has been an inspiration. It is the first time that 
the Comptroller of the Currency has spoken to the bankers 
west of the Mississippi River. It is an address that we might 
label “A Reflection of Business. Statesmanship.” It is a great 
thing to have for Comptroller of the Currency a man who has 
not only a world-wide vision, but one who can really control. 

I might add that the next speaker on the program has told 
me that his address will be completed within fifteen minutes. 
I, therefore, ask you to remain, because after his speech an 
opportunity will be given to those visitors and those of the 
National Bank Section who have other engagements to retire. 

Some books need not have been written if a proper slogan 
could have been floated. Those of us who have journeyed to 
the Pacific Coast have come under the slogan, “We believe in 
the West.” We also believe, if there is any disturbance in the 
West, it is only on account of growing pains, as we see here in 
Los Angeles every time we turn around. 

The next speaker of our division is one of the best-known 
bankers on the Pacific Coast. He is the Chairman of the 
Executive Council of the California Bankers Association. He 
will speak to you on the subject of “The Spirit of the West.” 
I might add: 


“Westward the course of empire takes its way; 
The four first acts already past, 
The fifth shall close the drama with the day; 
Time’s noblest offering is the last.” 
I have the honor to introduce H. C. Carr, vice-president 
and general manager of the First National Bank of Porter- 


ville, California. 


The Voice of the West 
H. C. CARR 


I know very well, as I look into the faces of some of you 
who have come from the East and Middle West, that you 
think—even the honorable chairman has fal-en for the disillu- 
sion—that I am going to express myself and try your patience 
and endurance by speaking in glowing terms of the Pacific 
Coast, particularly and naturally of California, as the spirit of 
the West. I suppose you think I am going to tell you of the 
wonderful climate in California that we enjoy (which we do), 
and the fact that here on the Pacific Coast and in this state we 
can raise-anything with or without irrigation (which we can- 
not) ; that we have the highest mountains and more perpetual 
snow here than any other place in the United States (which 
we do) ; that we have the biggest ocean and the wettest water, 
and the most glorious climate (which we have), and the most 
beautiful flowers and perpetual sunshine, and evergreen fields 
(which we do), and where the strong men grow stronger, and 
the old men grow older, and the fair women grow fairer 
(which they do). (Applause.) You women who live in 
California, or who expect to come here, may take out and 
throw away your powder-puffs. But I assure you that I have 
no such intention. I am not going to say anything about any 
of those things I have mentioned. 

Mark Twain once said, “Heaven for climate, but hell for 
company.” A few years ago I was. entertained by a most 
hospitable banker in New York; and, of course, he expected 
me to say something about my home of adoption, and he 
listened with great patience and courtesy, I do believe, and 
after I got through he said, “Well, that is all right; California 
for climate, but New York for company.” (Laughter and ap- 
plause.) I wondered if he had ever read Mark Twain’s say- 
ing. (Laughter.) 

Now, my friends, it is not of this genial, hospitable spirit 
of Los Angeles, that is so evident, of which I am going to 
speak. It is not the breezy way of the westerner, or the sunny 
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skies, or the beautiful flowers, that I wish to touch under the 
title, “The Spirit of the West,” or “The Voice of the West.” 
It is not of these that I shall speak! but it is of something else. 


Ever since the yellow man crowded out of China into Asia, 
ever since the wise men left Chaldea and followed the Star of 
Bethlehem, of the Man of Sorrow, ever since those people of 
eastern Europe came on -wéstward and northward and 
crowded the Nordic race to the shores of Europe on the north 
and west, ever since those people on the western shores of 
Europe and the British Isles came to America, for one reason 
or another of which I shall speak later, and later on, the people 
of the Colonies journeyed into the Ohio Valley and ‘the Missis- 
sippi Valley, the tide of emigration has been continuously 
westward. 

As I remember, in my boyhood days (and it was not so very 
long ago), as I lived on the old state road of Illinois, it was 
one of my pastimes to sit on my grandmother’s porch and 
watch the moving wagons, as we called them, go by with their 
canopy tops of muslin, painted on the sides, “Kansas or Bust,” 
= their way to the plains of Kansas and Nebraska to settle 
there. 

Those people from Illinois, those people from Nauvoo, the 
Mormons, who went across the plains to the beautiful. valleys 
of Utah, where they have made a paradise out of a country 
that was only a desolate plain; those people in the inter- 
mountain states traveled on over the Sierras to this country—I 
say ever since the first tide of movement of man started west- 
ward, the voice of the spirit of the West has rung in the hearts 
of men—always westward, as the Chairman has said, “the Star 
of Empire takes its way.” 

And what is the spirit of the West? My friends, it is the 
. voice of the soil; it is the cry of the land—the urge already in 
the hearts of men ever since the world began, to go some 
place where they might join hands with one another, and raise 
something from the ground, where they might be a part of 
creation, as it were. And so it is a peculiar fact, and very 


true, that not in the hearts or minds of any of these men in 


their western pilgrimages was there any thought—the first 
ones, I mean—except a desire and intent to till the soil, to 
farm, to settle the unoccupied land. The first settlers of all 
of these countries had no ideas of building railroads or build- 
ing factories or starting manufactories of any kind. Their 
sole idea was, and the thing that obsessed them and controlled 
them was, the longing, the burning desire to get near to nature. 

And that is the beautiful part of it. Very naturally, be- 
cause of that, every country, when those people left that coun- 
try, contributed the best of its kind. The men who had vision, 
the men who had energy and vigor, the men who had courage, 
were the ones who went west. It is not at all strange, it is 
quite natural, indeed, that the people of California today repre- 
sent the highest type of development and accomplishment. All 
honor to you people of the East who have given us the best 
of your families, the young men with the most energy. It was 
never the sick boy or the weakling that you let leave the roof- 
tree and go west; it was always your son that had the most 
vigor and the most hope and the most courage that you con- 
tributed to this great western country, And that is true from 
the Colonial possessions, or the original Thirteen Colonies, clear 
through. It has always been the best of them. I will not say 
“of us,” because I am not a pioneer. It was always the best of 
them that came westward. 

And so you see in the present breeziness, as we call it, of 
the westegner—whether you have encountered him, as many 
of you did, and much to your joy and pleasure, at Denver, or 
Salt Lake, or Austin, or San Francisco, or wherever it was— 
this fellow, the result of a contribution that was made long 
ago by the people of the East, that had the breeziness; and 
those fellows have that in them naturally. They are exuberant ; 
they overflow with life and energy. It is a great pleasure to 
men of middle age, later on in life, to run up against those 
fellows. 

In Tulare County, in the San Joaquin Valley, where I live, 
in a wonderful grove of the native oaks, which was one of 
God’s first temples, there is a picture emblazoned that one time 
graced the exposition grounds in San Francisco, at the time 
of the Panama Pacific Exposition. It is that picture of a horse 
with his head to the ground, his nose to the water’s edge, the 
wind blowing his mane and on his back a rider with 
shoulders bent and head bowed. I have no doubt that any 
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one who visited that exposition and saw that picture, that 
statue, will remember it, maybe for one reason or another. It 
impressed me. When I saw that thing, that creation of the 
artist’s dream, I could not but stand and guess and wonder, 
and almost offer a prayer, because there was a wonderful story 
in that. The title, you remember, was “The End of the Trail.” 


So you men who have come here at this time have come 
near to the end of the trail of the men who responded to the 
call of the West, the spirit of the West. To use a common- 
place, we have arrived at the jumping-off place. Farther we 
cannot go dry-shod. We now rest either to look out across the 
sea or else turn our faces backward, because the call of the 
West is just as strong in the heart of the young man today, of 
the East, the Midd!e West, and the intermountain states, as it 
ever was, and no matter where he is, it is always to the West 
that he turns his eyes. Is it not true? 

Now, then, here is one of our little problems, and I wish to 
say to you men that I think the gem of the speech of this 
morning that was delivered by the president of the University 
of Washington was the thought he gave us when he said that 
there are only two ways to lead man: One is by the application 
of a club to the outside of his head, and the other by the intro- 
duction of the idea to the inside. And so, taking that as a 
fact, I have only to give you a few ideas, 

If brevity is the soul of wit, my speech right now is going 
to be the funniest thing you ever heard, because I am almost 
through, and you thought I had just begun. 

What are we doing today with these young men, these men 
of vigor and energy and hope and patience, who have come 
here’ How are we going to take care of them, and where are 
they going? 

Now, I wish to address you, or to address my remarks par- 
ticularly to a condition in California that is prophetic of a con- 
dition that will assail you people, no matter what part of the 
United States you live in, eventually, if it is not stopped. I 
am not howling calamity; I am submitting to you a condition. 
It is quite natural, on account of the fact that the first immi- 
gration started from just across the seas in a westward way, 
that now that it has practically ended by the white race on this 
shore—I say, it is quite natural that the first problem is our 
land problem, or, rather, the last problem is our first problem, 
because just as the tide has flowed westward, as the congestion 
came and filled up the crevices as it passed on, as it has been 
building up and lapping over, like a strand of shrubbery 
going through the fence, we are now coming to a place 
where we face another situation. And that is the rolling 
back of these nations just across the Pacific into our country. 
That, to my mind, is one of the most serious threats of today 
to the American ‘agricultural people. The big problem that 
bankers have to face today—and I believe I am talking largely 
to country bankers, although my remarks might be just as 
appropriate to the city banker—the biggest problem we have 
to face today is how to keep the boy and the man on the farm. 
It can be done, and it must be done. And if the Caucasian race 
is to dominate i in this nation, if it is to cast the votes that shall 
control the destinies and policies of this nation, we must raise 
Caucasians to do it with, we must make those men powerful, 
and we must make it possible for them to exist happily and 
profitably. Do you know that there are localities in California 
today that only a few years ago—indeed, only six years ago as 
I passed through in my travels about the states then as the 
Chairman of the Agricultural Committee of the California 
Bankers Association, were beautifully improved and oper- 
ated entirely by white people? Today there is not a white man 
in the whole country. Now, picture that! Nota one! They 
cannot stay there. 

I know that people in the East who are not acquainted with 
these conditions may view this proposition with complacency. 
But I tell you, my friends, that those people, the brown and 
yellow races, can drive out the white man; he cannot compete 
with them; he cannot exist in the locality where they live. He 
will not exist there; he will not stay there. Those men can 
operate lands cheaper than the white man can, because they live 
more cheaply. They hardly live like human beings at all. How 
can you expect to compete with a race of people or a people 
that live so utterly different, whose requirements are so much 
less, that the competition is a joke? 

Now, then, it is a well-established fact that eventually the 
man who farms the land is the man who owns the land. You 
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might prevent that by legislation through the nation. I know 
some of you Southerners say that is not true in the South, be- 
cause the man who farms the land, Joe Hirsch once told me, 
hardly ever owns the land. But that is true in this country— 
perhaps not today, but eventually. I am speaking to brothers 
here and fathers, and fellow-men who have a burden on their 
hearts, or should have, with reference to the next generation 
that comes after us. There are many gray heads and many 
bald heads here who have passed through the fire of experi- 
ence, who know that the welfare of their sons is the chief 
burden of their hearts now, and the chief burden of their 
wives’ hearts. And so I say to you the destinies of the genera- 
tion that is to come stand upon the occupation of the soil by 
white people. This is very near to us California bankers. Do 
not be deceived by those kind-hearted—(I think this morning 
the speaker said that very ably and aptly, when he spoke of 
the propagandist as compared with the other type of man who 
was a constructionist)—do not be deceived to think you are 
going to be more humane and more Christian if you permit 
these brown and yellow men to come in here and encroach on 
our land and replace our white boys and white girls in the 
occupation of the land. 

So I charge you with just one thing, my friends: I implore 
you to see that your locality, now California, but very soon 
other places in the country, shall be kept white. Our universi- 
ties today are bending every effort to teach the improvement 
of the breed of stock; but what are we going to do to perpetu- 
ate the white race, to make them finer, to make them better and 
more capable? You know you must raise the good men of this 
country on the farm. It cannot be done in the cities—you will 
admit that. Go and hunt for the big bankers in the country; 
go and hunt for the men of accomplishment, and see where 
they started. 

Another thing: Bear this in mind, that the people who 
come to this country, who are coming now and who have come 
in the past, as emigrants, the desirable citizens who have come 
here and taken citizenship and live among us, the people who 
have given us no trouble, the people whom we are glad to 
have as our neighbors, are the people who come to this country 
with agricultural intentions, and no one else. The man who 
comes here to work in the factories and mines is the man that 
has given us trouble ever since he learned to speak’ the lan- 
guage. Is it not true? And they are the unwelcome citizens. 
Take the blue-eyed, fair-haired Scandinavians who came to 
this country and populated it so vigorously hardly anybody 
else would go into it; they are good citizens. I lived in North 
Dakota a while, and there is a man here from Minnesota. He 
will agree with me. Those people helped develop the country. 
They farmed. Of course, they followed after false prophets, 
the same as everybody does. Who does not? If you don’t 
follow after false aatehate, you follow after a skirt; you follow 
after something. It is true I do not, but some people do. I 
a one skirt pretty faithfully all the time, and that is about 
all. 

But now, my friends, just bear that in mind—whether they 
come from the North, whether they come from the Scandina- 
vian peninsula, or whether they come from the south of Italy, 
I have no fault to find with the good agriculturalists. I have 
no fault to find with the good agriculturalists who come from 
the south of Italy, and come to California, and farm up and 
down this coast and make two blades of grass grow where one 
grew before. I have no fault to find with anyone, no matter 
where he comes from, if he comes with the intention to farm, 
to till the soil, to raise something, and be a good citizen. The 
man who comes to this country with any other intention should 
not be welcomed here. Further, he should not be permitted to 
come here at all. (Applause.) 

Now, then, my friends, I face a portion of the bankers who 
are here on the Coast attending the convention, and I fully 
appreciate the fact, knowing bankers as I do, that they are the 
most powerful class of men in America today. The group that 
these bankers- represent here can do anything they want to if 
they will cooperate—that is to say, anything that is just and 
right. I charge you with the responsibility, first, to keep the 
boy on the farm in the community where you bank; do not let 
him get away; do not let him be replaced by a brown, or do 
not let him be replaced by a yellow or any other race, except a 
man of the white race. If he is inclined to go, talk him out 
of it. Do not talk to the father; talk to the boy; take him 
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into your confidence. The greatest tribute that any of you 
bankers can be paid is by the mothers of this country—to have 
a good mother walk into your bank and say, “Mr. Banker, you 
kept my boy on the farm.” All honor to the banker who is 
putting his shoulder to the wheel and offering all that he has 
in a right way to keep the white boy on the farm, because there 
is where the good men are coming from, and there is where 
the real red-bloodedness of the nation is today. I say that with 
all due respect to our city bankers. Understand, I am speak- 
ing now largely to the country banker. There are always ex- 
ceptions to any rule. And so I implore you, the spirit of the 
soil and the voice of the land, the spirit of the west—it may not 
be here; it may be in New England; it may be only just across 
the county line from where you live in Westchester County. 
I don’t know where Westchester County is, but I have heard 
about it. If that boy wants to go over on a farm, let him go. 
Even the patriarch of banking in California, that grand old 
man who delivered the address of welcome yesterday, is just 
now realizing one of the ambitions of his life. He has an 
avocado ranch. He is having one of the best times in his life. 
The spirit of the West has called him for years. Just now he 
is getting down to earth, getting back to the land. Isn’t it 
wonderful that the spirit of the West lives in a man’s heart 
from the cradle to the grave? The first inclination of the little 
kid is to get out and get his hands in the soil, much to his 
mother’s disgust. 

So I say to you, wherever you are, the spirit of the West 
will never die. It is up to us to encourage and develop and 
foster and nurture the thing that, to my way of thinking, in a 
man‘s heart is divinely placed. (Applause.) 


CHAIRMAN: Gentlemen, it has been suggested that the re- 
ports that we have today can very properly be made tomorrow 
in our meeting, so we will adjourn for the day with the hope 
that we will have a large and enthusiastic meeting at the same 
place at 2 o’clock tomorrow, when we will have a very strong 
program. 

Adjournment was taken until Thursday, October 6, 1921, 
at 2 P. M. 


Report of the President 
H. H. McKEE 


The work of our organization is divided into two parts, 
first: service to our members; second, united action, as an 
organized group, upon all matters affecting the principles and 
ethics of the business of banking and the relation of that 
business to the public and the business of other groups of 
men engaged in the production and distribution of wealth. 

National banks derive their right to do business from the 
Federal government. They are regulated and supervised by 
government agencies. Thus there naturally arises a close 
and intimate relationship between each national bank and, 
primarily, the office of the Comptroller of the Currency and 
the Federal Reserve Board and, to a lesser degree, other 
government departments located in the nation’s capital. In 
the course of a year it becomes necessary for many banks to 
communicate with public officials and the various -bureaus 
of the government. In many cases a personal interview is 
desirable, but time and distance forbid. In order that our 
members might have their personal representatives at the 
seat of government prepared to deal in their behalf with 
public officials, the Administrative Committee of the American 
Bankers Association gave our division permission two years 
ago to establish and maintain its principal office in the city 
of Washington, retaining a branch office in the New York 
headquarters of the Association. Last year the Administra- 
tive Committee, convinced of the desirability of having the 
entire Association represented in Washington, designated the 
Washington office of our division a branch of the Association 
and placed our Secretary, Mr. Mountjoy, who is designated 
“Deputy Manager of the American Bankers Association,” 
in charge. Thus, our Secretary serves not only our division 
but all other groups of bankers included in the Association. 

The character and volume of service rendered through the 
Washington office is limited only by the needs of our mem- 
bers. The special Treasury Department service of witness- 
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ing the destruction of mutilated currency, counting securities 
and representing members in securing new and retiring old 
circulation is growing. It is self-supporting. Each bank 
which receives the service pays a fee that amounts to about 
one-half of that which it formerly paid to other agencies. 
Telegraphic advice of the Comptroller’s calls for statements 
is sent C. O. D. to a number of banks. That service will 
be rendered to all others that desire it. 

It would require more time than we have available .to 
describe in detail the many commissions entrusted to our 
Washington representative. They range from gathering in- 
formation in regard to proposed and pending Federal legisla- 
tion, to delving into the book racks of the Library of Con- 
gress for information contained in an old publication long out 
of print, which seemed to be of interest and value to one 
inquiring correspondent. This work of personal service has 
carried our representative into all the great departments of 
the government, and everywhere he, as the representative of 


the Association. and our division, has been courteously re- . 


ceived by public officials, who have displayed an earnest de- 
sire to be helpful to us. In recognition of that spirit, it is 
a pleasure to remind you that we are indebted to the Fed- 
eral Reserve Board and its staff of employees, to the Comp- 
troller of the Currency and his assistants, to the chairmen 
of many important committees in Congress, and to the chiefs 
of many department bureaus for their assistance in our 
efforts to render service to our members. Your President is 
sure he has your approval in publicly recognizing the close 
and intimate relations thus established and thanking all who 
have helped us to foster a spirit of cooperation and create a 
better understanding between public officials and those en- 
gaged in the business of banking. 

Another feature of our work may be likened to a clear- 
ing house in that members frequently ask for information 
in regard to methods of carrying on detail work. If some 
bank which has given much thought to the perfection of 
methods is willing to give our secretary the information (none 
has ever refused), it is passed along to the inquiring mem- 
ber very much to its advantage without revealing the source 
whence the information is derived. Our plan of personal 
service is unlimited, and, to paraphrase the familiar country 
store sign, we say, “If you can’t find out what you want to 
know, ask our Washington office.” 

The second part of our work is carried on through vari- 
ous committees, each of which, through its chairman, will 
report to you. The Executive Committee met at Pinehurst 
in May, 1921, and during the past year the members have 
been called on frequently by letters and telegrams to ex- 
press their views on matters vital to the interests of the divi- 
sion. They have responded promptly. The policies adopted 
by the committee have been acted upon by your officers very 
greatly to your advantage, and they have been the guiding 
rule of conduct in the administration of the affairs of the 
division. 

The Committees on Federal Legislation and State Legisla- 
tion have watched proposed laws affecting directly and in- 
directly the business of banking. The Federal Legislative 
Committee has been represented on several occasions, in com- 
pany with the General Counsel of the Association, at hearings 
before -Congressional committees on proposed laws, and 
information contributed from and in behalf of our division 
has been received with consideration and respect in Congress. 

The Committee on State Taxation of National Banks will 
report that efforts are being made to nullify, through Con- 
gressional action, the effect of the decision of the Supreme 
Court of the United States in the case of the Merchants Na- 
tional Bank of Richmond, Virginia, v. the City of Richmond. 
The Supreme Court decision declares that Section 5219 of the 
Revised Statutes, which forbids states to tax moneyed capital 
invested in national banks at a higher rate than moneyed 
capital in the hands of individuals is taxed, means just what it 
states. Under the decision of the Supreme Court many na- 
tional banks have a right of action against states and munici- 
palities for the recovery of taxes illegally collected. 

The Committee on Relations of National Banks with the 
Federal reserve system will report what progress it is making 
toward creating a better understanding among members of the 
work of the Federal Reserve Board and the Federal reserve 
banks, and of the value of membership in a system which has 
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proven its worth in the greatest crisis that has ever confronted 
mankind. 

The Committees on Trust Departments in National Banks 
and Savings Departments in National Banks will report many 
items of interest in connection with the development of those 


special features of banking among our members. Statistics 
gathered by these committees from answers to questions asked 
our members, and answered by more than 60 per cent. of them, 
show that national banks are expanding their service to meet 
the growing needs of their customers. In connection with the 
development of savings departments, it is interesting to note 
that while commercial or demand deposits in national banks 
decreased $1,400,000,000 from June 30, 1920, to June 30, 1921, 
time deposits increased $200,000,000, and that on June 30, 
1921, national banks held $3,100,000,000 time deposits and 
$9,000,000,000 demand deposits, including United States de- 
posits. 

It is the desire and the hope of your officers that when 
committee reports are presented they will receive at your 
hands more than the usual perfunctory attention. Doubtless 
they will contain some things of interest about which you de- 
sire additional information, or perhaps they may omit refer- 
ence to some things in which you are deeply interested. You 
are invited to debate these reports, to express your views in 
regard to the matters discussed therein, to the end that those 
whom you have chosen to express what may be termed “our 
group sentiment” shall be able to interpret your attitude with 
respect to the fundamental principles of our business and their 
application to our special needs and the needs of the business 
of our country. 

When we met in Washington last year, the men of finance, 
industry, trade and commerce were confronted by many com- 
plex economic problems that seemed then to puzzle the bright- 
est minds and defy the attacks of reason and logic. During 
the past year our people, inspired by a determination to solve 
their problems, have applied their knowledge, their skill and 
their genius with courage and patience to the task set before 
them. Today the clouds of doubt and fear that hung over the 
domain of business for many months are broken. Certainty 
has replaced doubt and fear has been vanquished by reason 
and knowledge. The future is bright. Let us hope that soon 
the experience of a trying year will be a half-forgotten mem- 
ory. There is much to do, however, before we can reach the 
broad highway that leads to a desirable and orderly state of 
existence which has been described recently by the use of the 
term “normalcy.” Our country is so vast and the interests of 
our people are so varied that the task which still confronts us 
requires a carefully planned and organized cooperative move- 
ment to which every man and group of men must contribute 
something if the result we all desire is to be accomplished ; 
therefore, each group of men, for the moment, should look be- 
yond the fostering of what it may conceive to be its rights and 
privileges, and consider the part it should take in the campaign 
that is now fairly under way to lead our people back to their 
usual and customary ways of life from which they were driven 
by the necessities imposed upon them by the war. 

Believing that the members of the National Bank Division 
represent the highest type of unselfish manhood in our coun- 
try, and firmly convinced that they are ready and willing, for 
a time, to look beyond the limits of their personal interests and 
search for opportunities to serve, with the might of their 
united strength, the cause which has for its aim the restora- 
tion of sound and favorable economic conditions, our program 
of speakers has been prepared with a view to having opportu- 
nities for large and constructive service pointed out to us. 
Those who have honored us by accepting our invitation to ad- 
dress us are students of social and economic conditions. Their 
knowledge, their experience and their personal observation 
of conditions throughout this and other countries qualify them 
to hold our attention and appeal to our reason and judgment. 

As your President lays down the duties of his office, he is 
impelled by his deep interest in the welfare of our division to 
look ahead and point out to you some of the activities which 
he believes should and will claim your attention during the 
coming year. The most important is the matter of Federal 
legislation, as such laws bear with equal weight upon all our 
members. Many bills affecting bankers are introduced in Con- 
gress. Ninety per cent. of them meet an early death. Of the 
remainder, which are reported out of committee, the majority 
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are good. In the process of determining which should be en- 
couraged and which opposed we must be governed by princi- 
ples and not by expediency. We must try to think first of the 
effect of such measures upon the welfare of the whole country, 
remembering that we do not create wealth, nor do we manu- 
facture credit, but we buy or borrow and sell or lend the credit 
which is created by the process of production and that of dis- 
tribution. Thus while a proposed law may seem to be aimed 
at our rights and privileges, its ultimate effect may be so favor- 
_ able to the creation of credit that our opportunities for the 
development of our business will be greatly increased. 

’ Next in importance to legislation is the ‘spreading abroad 
among our people knowledge of the fundamental principles of 
credit, money and banking. The business of the world today 
is being done on credit. Nevertheless a very large number of 
our people, intelligent and skilled in special activities, are ig- 
norant of the fundamental principles of credit, even though 
they handle daily its tangible instruments. Fear, doubt and 
suspicion are the products of ignorance. The light of knowl- 
edge will destroy these unwelcome guests that, lingering in the 
hearts and minds of men, breed discord and violence. We 
have before us individually and collectively a great opportunity 
for practical education among our people. Let us cooperate 
in the educational movement inaugurated by the American 
Bankers Association and help to spread a correct knowledge 
of the business of banking among our people so that it shall 
be no longer a mystery and a target for the epithets of the 
ignorant. 

For many years an almost imperceptible evolution in the 
character of banking institutions has been going on. Today 
we find among us nationally chartered banks and state char- 
tered banks and trust companies that are doing, under one 
management, the business of a commercial bank, the business 
of a trust company, and the business of a savings bank. The 
fact that savings deposits in national banks equal in amount 
one-third of the demand deposits in such banks should impel 
us to consider the nature of the obligation imposed upon those 
who act as trustees of the people’s savings. Following in 
natural sequence come thoughts of the segregation of savings 


deposits, which represent capital or investment credit, from 
demand deposits, which represent commercial or productive 


credit. The present is not the time, perhaps, to agitate the 
question; but, as the development of our savings departments 
proceeds, we may be confronted suddenly by a public demand 
for the declaration of a definite policy. Therefore the subject 
is recommended for your most earnest consideration. 

During the past year your President, acting as your repre- 
sentative on the Administrative Committee of the Association, 
has been kept informed of the policies adopted by that govern- 
ing body. When called on to express an opinion, he has been 
guided by the knowledge that he represented you and he has 
sought to express the crystallized sentiment of the National 
Bank Division gathered from its Executive Committee and 
from his knowledge of your needs and aims. As a member 
of that committee, he has received many courtesies and much 
help from Mr. Drum, the President of the Association, and 
Mr. Bowerman, the Executive Manager, for which acknowl- 
edgment is made and grateful appreciation expressed. 

The members of our Executive Committee have been active 
in your behalf and helpful to your President. He thanks all of 
them for their cooperation and for the pleasure which he has 
derived from meeting them personally and hearing from them 
through letters and telegrams in response to appeals for assis- 
tance in carrying on the work of the Division. 

Your President is deeply grateful to our Vice-President, 
Mr. Lonsdale, and to the chairman of our Executive Commit- 
tee, Mr. Newcomer, upon whom, by reason of his limitations, 
he has had to lean heavily during the past year. Without their 
‘counsel and their advice and their practical help, the ad- 
ministration of the President’s office would have been a diffi- 
cult task. 

Mr. Mountjoy, our Secretary, has been loyal, energetic and 
faithful in carrying on the work of his dual position. It is a 
pleasure to pay this tribute to his worth and to thank him for 
his help to the officers and committees of the division. 

To you, ladies and gentlemen, your President expresses his 
appreciation of the very high honor which he received from 
you when you elected him President of the National Bank 
Division last year. The year’s work has been interesting and 
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profitable to him. He feels that he has gained more than he 
has given during his term of office, and, contemplating the 
possession of those things worth having, greater knowledge 
than he had before, wider outlook upon and better under- 
standing of the activities of mankind, your friendship and the 
memory of many pleasant associations with men of cultured 
profitable to him. He feels that he has gained more than he 
he ever hoped to be. The realization that these things have 
come to him through the gift which you bestowed upon him 
in Washington last year impels him to thank you again and to 
express the ardent wish that the future holds for you a full 
measure of happiness and prosperity. 


Report of the Executive Committee 
WALDO NEWCOMER, Chairman 


Since the Washington convention, your Chairman has en- 
deavored to carry on the work of the committee as far as 
possibie by correspondence and avoid the expense of calling the 
members together for actual meetings. Two meetings were 
held at Pinehurst in May and various bills then pending care- 
fully discussed and lines laid down for the policy to be fol- 
lowed during the rest of the year. 

The members of this division, being under the control of 
the Federal government, are interested in all proposed Federal 
laws affecting banking. The following have had our special 
attention: 

Bill authorizing the establishment of branches in cities of 
100,000 population or over in such states as permit state banks 
to have branches. This measure appeared to us to be drawn 
on reasonable lines not likely to lead to an abuse of power and 
as affording a fair opportunity for national banks to meet the 
competition of state banks and was consequently approved. 

‘The Calder bill, authorizing the establishment of savings 
departments in national banks. The principle of this bill was 
approved, but its complex provisions for segregation of funds 
and the allocation of proportions of capital and surplus to the 
various departments, providing even that these departments 
were to be practically separate banks, appeared to us danger- 
ous and likely to complicate the application of the provision 
restricting loans to one borrower to 10 per cent. of capital and 
surplus. For this and other reasons, the bill was opposed by 
us and was not reported out of the committee. 

The Nelson bill raises a very interesting question. The 
National Bank Act provides that national banks shall not be 
taxed at a higher rate than other moneyed capital. The phrase, 
“moneyed capital,” has been construed by various courts to 
mean, “other capital employed in banking,” and for years the 
shares of national banks have been assessed and taxed at the 
same rate as those of state banks regardless of the rate paid 
by individuals on their moneyed capital. The recent decision 
of the United States Supreme Court in the case of Merchants 
National Bank of Richmond changed this construction and de- 
cided that stock of national banks could not be taxed at a 
higher rate than other securities in the hands of individuals. 
Now the Nelson bill attempts to amend the law and restore the 
application of the former rulings. Of course, all national 
banks would prefer to see this bill fail if it would leave the 
question in the position fixed by the Supreme Court and result 
in our paying only the taxes paid by individuals. Unfortu- 
nately there is grave danger that in that case the result might 
be the repeal of the special rate on intangible securities now in 
effect in many states and the imposition of an increased rate, 
which would leave the banks where they have been for a num- 
ber of years past and at the same time do much harm to ‘other 
interests. We are not assuming to pass on this question, as it 
may readily have a very different effect in different states, but 
the whole matter has had the careful attention of the Federal 
Legislative Committee and of the General Counsel of the 
American Bankers Association and will doubtless be fully 
aired at this convention. 

By direction of your committee, your Secretary called the 
attention of Secretary Mellon to the expiration on June 30th 
of the time during which notes secured by government obliga- 
tions to the extent of at least 105 per cent. of their face value 
might be accepted without limit, and Secretary Mellon ex- 
tended the time to December 31, 1921. 
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The former Comptroller of the Currency shortly before go- 
ing out of office issued a call for statements in which he asked 
for certain detailed information as to salaries, etc., which the 
members were unwilling to publish, although the majority of 
them had no objection to furnishing the facts to the Comp- 
troller. Fortified by the opinion of General Counsel Paton 
that the demand was ultra vires, your committee opposed it, 
and upon the retirement of Comptroller Williams the demand 
was not pressed by the department. 

Your chairman has kept in touch with the Washington 
office, which is functioning well. It is active in reporting on 
proposed legislation, representing many banks in the destruc- 
tion of mutilated currency, executing numerous commissions 
and favors of all kinds for member banks with the various 
government departments, and, through frequent conferences of 
your Secretary with government officials and with Congress- 
men, a great deal of friction and misunderstanding has been 
avoided and a more cordial relationship established between 
the American Bankers Association and the authorities in 
Washington. 

Our appropriation for last year was $15,000, and it is most 
gratifying to report that after a year of activity, in which we 
feel that good work has been accomplished, we are able to turn 
back to the Association the sum of approximately $2,800. 

Your Secretary has been most efficient and his cordial co- 
operation and faithful work have been most gratifying and 
helpful. 


Report of the Deputy Manager 
EDGAR E. MOUNTJOY 


The National Bank Division has just completed the sixth 
year of its existence. In retrospect it presents a continuously 
broadening form, visualizing its numerical growth and the at- 
tainment of certain ends, the recognition of which prompted 
its organization. During the past year the first complete one 
through which your Deputy Manager has served, a knowledge 
of the accomplishments in former similar periods has been a 
constant spur to action. Due to the increased facilities by rea- 
son of the maintenance of an office in Washington, D. C., and 
to the hearty assistance received from officers and members 
alike, it has been possible to perform services theretofore not 
attempted. 

At the last spring meeting of the Executive Committee a 
report showing in detail the character of the work of the divi- 
sion office was presented. Excerpts from fhis report were 
mailed to all members of the division, and it seems unneces- 
sary to repeat here what so recently was given such wide pub- 
licity. The same class of work that claimed the attention of 
the office prior to that time has continued in increased volume. 

One aim of the division has been to carry to its members 
a knowledge of the instrumentalities designed for their use in 
the headquarters in Washington. That this has been accom- 
plished in a noteworthy degree is evidenced by the variety and 
number of services the office has been called upon to perform. 
Members were urged to take up with it all their business mat- 
ters requiring attention in the capital city. Compliance with 
their requests made necessary appearances before all depart- 
ments of the Federal government to secure information for 
members, to hasten action upon their claims, to inquire into 
and to explain differences that arose and to make representa- 
tions upon matters of policy and of administration. While all 
of these activities were prompted by member banks, many of 
them concerned banking only remotely, they having been re- 
quested by members in the interests of their clients. 

The Treasury Department, the fiscal arm of the govern- 
ment, has witnessed more activities of the division office than 
has any other unit. The close relation existing between this 
department and the members of the division occasioned almost 
constant contact with its several bureaus, including the offices 
of the Federal Reserve Board, the Comptroller of the Cur- 
rency and the Internal Revenue Bureau. Some of the per- 
formances were of a purely service nature, while others were 
formal appeals for or from rulings on points of importance 
to all banks. To indicate the character of the work, though 


not its volume, here might be mentioned an appeal for a further 
extension of time for making unlimited loans upon security of 


Liberty bonds, protests against certain advertisements em- 
ployed by some members of the Federal reserve system, a rul- 
ing upon the legality of the tax assessed upon banks for selling 
travelers’ cheques, conferences on amendments to the National 
Bank Act, prosecution of claims for abatements and refunds of 
income taxes protest against internal revenue collectors de- 
clining to accept bank drafts or cashiers’ checks in payment for 
revenue stamps, and frequent discussions with the Federal Re- 
serve Board on adverse legislation some states and court rulings 
antagonistic to the exercise of trust powers by national banks. 
In this connection it is but a just expression of appreciation to 
say that officials of the Treasury and other departments have 
been courteous throughout and have manifested a willingness 
to cooperate with the division in its work for member banks. 

The special Treasury Department service, inaugurated by 
the Washington office more than a year ago, through which 
members are represented in the destruction of their mutilated 
currency, continues to attract new subscribers. Members are 
not urged to accept it, but it is desired that all of them know 
of its availability, and that it is maintained for the sole pur- 
pose of more effectively meeting their needs. 

During the year just closed Congress had before it con- 
tinuously a number of measures of particular interest to 
banks. This interest was not confined to national banks. All 
banks felt a concern and the Washington office, representative 
of all of them, attempted to keep them advised of the legisla- 
tive probabilities. This was possible only through frequent 
visits to the Capitol and interviews with members of Congress. 
The office also kept contact with the various Congressional 
committees charged with consideration of the several banking 
bills, and was able to make representations from time to time. 
Due to the number and the importance of the measures pend- 
ing, among which were such as the revenue bill, this work 
required a great deal of the time of the office. 

In addition to the services rendered in Washington through 
personal contact with the numerous agencies there the office 
has followed. under the direction of special committees of the 
division, a definite plan of development of certain features of 
national banking. Bond departments, savings departments and 
trust departments are comparatively new adjuncts, and with a 
view to determining the best methods to employ in their 
management and to learn the extent of their growth and the 
degrees of success achieved by certain specified means, a brief 
survey was made. This feature of the work is still in its initial 
stage. The full value of the information gathered is not yet 
measured, but gradually it is being unfolded and made service- 
able to the members as a whole. However, a rather clear 
vision of the requirements and the possibilities has developed 
and will be a guide to the committees in charge of future 
activities. 

Among other things the office has endeavored to keep in- 
formed on the nature of the laws affecting national banks 
enacted in the several states, it has cultivated friendly rela- 
tions with other national organizations located in Washington, 
and regular trips have been made to the Association head- 
quarters in New York to attend conferences of the deputy 
managers, to report on pending legislation and to keep abreast 
of the broader activities of the parent body. 

The National Bank Division occupies the unique position 
of being able to perform a considerable part of its work with- 
out expense to the Association. Its special Treasury Depart- 
ment service is self-supporting. The cost of this feature for 
the year just closed was approximately $2,200, all of which 
was collected from subscribing banks. The division’s personal 
work in Washington before the various government depart- 
ments does not entail any cost. By reason of this position of 
the division, the low cost of the last annual convention and the 
economical expenditures made it was possible to return to the 
treasury of the Association at the close of the year about 
$2,800. 

The membership in the division at this time is 7,112 na- 
tional banks, to each one of which every aid that might be 
helpful is offered. This number represents an increase of 217 
in the last year. 

Through personal visits and correspondence, the officers of 
the division kept contact with the office and the advantages of 
their advice and favors were inestimable. Your President, b 
reason of his residence in Washington, was able to give muc 
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of his time to the work of the division, and it is a distinct 
pleasure to attest the helpfulness and the constancy of his de- 
votion to the interests of our organization. The other officers 
and the members of the Executive Committee, though geo- 
graphically further removed, were no less obliging in the cour- 
tesy of their responses to calls for assistance and in the 
earnestness of their work, and to all of them genuine gratitude 
is expressed. . 


Second Session 
OcroBER 6 


The meeting was called to order by John G. Lonsdale, Vice- 
President. 

THE CuairMAN: We had an interesting program yester- 
day afternoon, and during the address of the Comptroller 
our undivided attention was given to him. It consumed a 
little over an hour, and we adjourned and left some unfin- 
ished business. Today, with your permission, we will try to 
complete some of the unfinished business before cafting on 
those speakers who are kind enough to attend. 

The first is reports of standing committees—the Committee 
on Federal Legislation. Jt will be presented by Mr. New- 
comer. 

Mr. Newcomer: This is Mr. Joseph Wayne’s report, as 
Chairman of the Committee. I am simply acting as reader. 


Report of the Federal Legislative Committee 
JOSEPH WAYNE, Chairman 


Since the last annual convention of the National Bank 
Division, many bills of varying interest to our members have 
been introduced in the Senate and in the House of Representa- 
tives. No legislation adverse to banking interests has been 
enacted, but unfortunately certain bills which we hoped might 
become laws failed in passage for various reasons. The bills 
passed by Congress have been generally helpful but some of 
them are not entirely harmonious with the principle that the 
Federal Government should withdraw from such business as 
could be conducted by private enterprise. However, this can 
be attributed to the abnormal conditions existing today. Your 
committee presents the following memorandum of bills which 
were considered in the various committees of Congress, omit- 
~ such ones as are of no special importance to national 

anks. 

One law passed was an amendment to Section 11-m of the 
Federal Reserve act permitting Federal reserve banks to dis- 
count for member banks, under prescribed conditions, notes, 
drafts and bills of exchange of any one borrower up to 20 
per cent. of the member bank’s capital and surplus. This privi- 
lege expires October 31, next, though a bill to extend its life 
has already been introduced. 

Another law enacted permits directors of national bank- 
ing associations to reside anywhere within a radius of fifty 
miles of the office of the association. That this does not meet 
universal approval is evidenced by a pending bill to re- 
enact the former residence requirement within the state for 
four-fifths in number of the directors, and to graduate the 
number of shares required to be held by each director. 

An amendment to the act establishing the War Finance 
Corporation authorizes it to miake advances to persons en- 
gaged in marketing agricultural products, or to banks which 
make loans to such persons to enable agricultural products to 
be exported or held until such time as they can be exported 
in an orderly manner. The corporation may also purchase 
from domestic banks notes, drafts, bills of exchange or other 
instruments of indebtedness secured by chattel mortgages, 
warehouse receipts or other instruments conveying or secur- 
ing marketable title to staple agricultural products, including 
live-stock. The corporation is also empowered to issue its 
own notes and bonds, none of which may mature later than 


July 1, 1925. Federal reserve banks are authorized to discount 
obligations of member banks secured by such bonds or 
notes of the War Finance Corporation. 

Several bills making proposals that would have been harm- 
ful not only to banks, but to the public as well, were opposed 
by members and officers of the National Bank Division and the 
Association proper who appeared before Congressional com- 
mittees. They are as follows: 

A bill to raise additional revenue by the imposition of a 
tax of % of 1 per cent. upon all deposits made in banks. 
This bill was never reported out from the Ways and Means 
Committee of the House which gave it consideration. 

Another one was to authorize the Federal Reserve Board 
to require national banks to establish and operate savings 
departments and to apportion their capital and surplus to 
such departments as they might maintain. This bill was a 
part of a general plan to make available for building con- 
struction more of the money held by national banks, and your 
committee felt that the machinery proposed was too cumber- 
some for the result sought. This has been re-introduced, 
with some amendments, in both the Senate and the House. 

A bill to authorize the minting of a two and one-half 
cent Roosevelt coin was presented. It was opposed by the 
Association and others on the ground that there is no need 
for such a coin, and that its introduction into our commercial 
transactions would render useless millions of dollars worth 
of coin counting and holding machines. The opposition seems 
to have been successful. 

A number of other bills intended to affect particularly 
national banks are pending before Congress, though most of 
them have not received any consideration. 

Branches of national banks is the subject of three bills. 
One of these, H. R. 6257, permits national banks to establish 
branches in their towns, cities or counties in states allowing 
operation of branches of state banking institutions. The cap- 
ital of the parent bank must exceed by 50 per cent. for each 
branch established the capital requirement for a national 
bank at location where branch is opened. 

This same bill also prescribes a more simple method of 
converting state banks with branches and retaining the 
branches. 

Under the provisions of another bill now pending state 
chartered banks with sufficient unimpaired capital to permit 
them to become national banks may, with approval of the 
Comptroller of the Currency, consolidate with national banks 
without first converting, providing such consolidating shall 
not be in contravention of state law. 

A uniform national bank currency is the subject of another 
Senate bill. The inauguration of such a system would save 
a great deal of time and expense to banks and to the govern- 
ment. The National Bank Division is already on record as 
favoring this proposal and it should be urged strongly during 
the next session of Congress. 

Another hill authorizes the establishment of a guaranty 
of deposits fund in Federal reserve districts in which a ma- 
jority of the national banks vote for such a plan. The fund 
is to be obtained by assessing the surplus of Federal reserve 
banks and member banks. 

A bill introduced by Senator Nelson seeks to amend the 
provision of the National Bank Act prescribing the manner 
in which shares of national banks may be taxed by states. 
The bill removes the restriction that the rate of taxation shall 
not be greater than that assessed against other moneyed cap- 
ital in the hands of individual citizens, and provides instead 
that it shall not be greater than that assessed upon other 
moneyed capital used in banking. This bill was referred to 
a sub-committee of the Senate Committee on Banking and 
Currency, and the chairman called upon the American Bank- 
ers Association for a statement of its attitude towards the 
bill. This has not yet been determined, but will be com- 
municated to the chairman as soon as possible. 

A bill to tax all bank checks was introduced, but received 
little consideration by the committee to which it was 
referred. 

Many bills to amend the Federal reserve act are pending. 
Several of these prescribe uses for the net earnings of the 
reserve banks. One of them provides that $100,000,000 of 
these earnings taken from three specified years shall be al- 
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lotted to the Federal Farm Loan Board to purchase paper 
based upon staple agricultural products and live-stock. 

Another one proposes that the net earnings shall be used 
to supplant gold reserves held against outstanding United 
States notes or applied to reduction of outstanding bonded 
indebtedness of the United States. Neither of these has 
been acted upon. 

A bill introduced by Representative McFadden seeks to 
amend the Federal reserve act by changing the government 
representation on the Federal Reserve Board and abolishing 
the office of the Comptroller of the Currency. This plan 
has been approved by the Federal Advisory Council of the 
Federal Reserve Board and by the Economic Policy Com- 
mission of the American Bankers Association. It has re- 
ceived a great deal of attention from the House Committee 
on Banking and Currency and should be supported by mem- 
bers of the National Bank Division. 

Senate bill 2187 provides for establishment of a bank of 
nations with a capital of $2,400,000,000. The stockholders are 
to be the United States Government, banks and individuals 
in the United States and solvent foreign governments. The 
proposed bank shall be used to promote international coim- 
merce, establish international credit and stabilize international 
exchange. It may accept deposits from governments and in- 
dividuals, lend money to depositors, issue notes or bank 
circulating currency payable in gold dollars or equivalent in 
lawful money at any branch in foreign countries. The author 
of this bill, Senator Hitchcock, is determined that it shall 


receive the attention of the Senate Committee on Banking 


and Currency. 

One meritorious bill that failed of passage was intended 
to throw about members of the Federal reserve system the 
protection of the Federal government and to make it a Fed- 
eral penal offense to commit an act of burglary, theft or 
violence against a member bank, its officers or employees 
when engaged in the discharge of their duties. The com- 
mittee hopes to have this or some similar bill enacted before 
the present Congress adjourns. 

Two other. bills, both of which have passed the House, 
and are now pending before the Senate, are the tariff and 
the revenue bills. The former your committee, as such, took 
no position upon, but the revenue bill contains a number of 
provisions in which national banks are interested. Several 
features are of special interest to banks operating trust de- 
partments. A number of others have direct bearing upon 
banks, though orily three of them are mentioned herein. 

The bill permits debts ascertained to be worthless and 
charged off wholly or in part within the year, or a reason- 
able addition to reserve for bad debts, to be counted as deduc- 
tions in income tax returns. 

Another section carried in the bill as it passed the House 
provided that $500 of interest or dividends received from 
building and loan associations should be exempt from taxa- 
tion. Your committee felt that this was an entirely unwar- 
ranted discrimination against banks and is pleased to know 
that it was stricken from the bill by the Senate Committee. 

_ The Senate Finance Committee inserted in the bill a pro- 
vision permitting banks to use as an income tax deduction 
the amounts they pay in state, county and municipal taxes 
for their shareholders. This, of course, will have to be 
adopted by the Senate proper and then agreed to by the 
House. 

A number of bills enumerated herein will be taken up 
and perhaps definitely disposed of by the next session of 
Congress which convenes in December. Your committee feels 
that some of them might well be considered at this time with 
a view to adopting a policy for the ensuing year. 


CHAIRMAN: Gentlemen, you have heard the report of the 
Committee on Federal Legislation. If there is no objection, 
it will take the usual course. 


The next will be the report of the Committee on Savings 
Departments of National Banks. 


November, 1921 


Report of Committee on Savings Departments 
of National Banks 
JAMES RINGOLD, Chairman 


Evolution of banking practices has developed the modern 
bank equipped and capable of serving the varyigg needs of its 
clients. As we find state chartered institutions combining 
commercial, trust and savings features, so the national banks 
have come to offer to their customers all the facilities they 
might require in the transaction of their financial business. 
National banks with their immense resources, regulated 
strictly by the Federal Government and also hedged about 
in a number of instances by the laws of the states in which 
they operate, have found it possible under Federal statute, 
and agreeable to their patrons, to establish savings depart- 
ments. These have come to be recognized as remunerative 
features of banking and, consequently, they form a part of 
each of the majority of national banks. 

During the last year 5,024 national banks paid interest on 
deposits other than bank deposits—at rates of 4 per cent. 
and mofe. The number paying less than 4 per cent. is not 
computed. It is not contended that all of the banks just 
mentined operated separate and distinct savings departments, 
but in reply to the inquiry, “Do you operate a savings de- 
partment” your committee received affirmative answers from 
3,125 banks. There were disclosed the further remarkable 
facts that the average number of savings accounts per bank 
was 1,586 and that the average amount of all these deposits 
was $377. 

Savings departments, as such, are not recognized in either 
the National Bank Act or the Federal Reserve Act. There- 
fore, it follows that as the capital, deposits and all other 
funds of a national bank may be loaned or otherwise in- 
vested only in conformity with the provisions of the law, the 
sole business of a savings bank which can legally be trans- 
acted by a national bank is the paying of interest on deposits. 

The question of whether or not states have the authority 
to deny to national banks the right to use the word “savings” 
in their titles and in their advertisements has never been 
adjudicated. Some states have enacted such laws, but com- 
petent legal opinion holds that they are untenable in the light 
of the Federal acts. Counsel for the Federal Reserve Board 
has rendered an opinion that the Federal law relating to 
establishment and operation of national banks is superior 
to and controlling over state laws which might otherwise 
apply to or govern the operation of national banks. Congress 
having conferred upon national banks the power to pay in- 
terest on time deposits, it is evident that the right to advertise 
and solicit savings accounts is a necessary incident to the 
exercise of that power, and that no state law can interfere 
with its exercise. 

The General Counsel of the American Bankers Associa- 
tion, in an opinion rendered in 1916, said: “The conclusion 
seems warranted, despite state laws (in New York) prohibit- 
ing other than savings banks from using or advertising the 
word ‘savings,’ or from transacting business as a savings 
bank, that it would be held within the power of a national 
bank, free from control of state laws, to establish and adver- 
tise a savings department and for savings accounts (in doing 
so necessarily using the word ‘savings’) and to carry on 
such department in the same manner that a savings bank 
carries on its business subject, of course, to national laws 
and regulations of the Federal Reserve Board. The ques- 
tion will not be positively settled until decided by the court 
of last resort.” The Federal government holds the view 
that state laws cannot deny to national banks the right to 
use the word “savings” in their titles, and a number of banks 
have been chartered with titles carrying that word. 

Another question that sometimes arises is whether states 
have the right to tax national banks on their savings deposits. 
The National Bank Act provides that the shares of a national 
bank may be taxed against their owners and that the real 
estate may be taxed against a bank itself. The Supreme 


Court of the United States, in construing this language in 
the case of Owensboro National Bank vs. Owensboro, 173 
U. S. 604, declared that no other form of taxation may be 
levied by a state against a national bank. It seems, how- 
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ever, that depositors may be taxed on the funds they carry in 
savings departments of national banks. 

The entry of national banks into the savings field has 
seemed to arouse but little antagonism among savings banks. 
Similarly national banks have looked with complacence upon 
the action of other banks in entering the commercial field. 
In the few instances wherein national banks have caused 
some resentment by the establishment of savings departments 
the publicity engendered thereby has produced great accumu- 
lations of savings deposits. This is indicative of the ad- 
visability of advertising savings departments and of the 
ends that may be attained. 

An inquiry directed ‘to several thousand national banks 
maintaining savings departments showed that newspaper ad- 
vertising is the most popular form, 89 per cent. of them using 
this method to the exclusion of all others. Of the banks 
designating the method of advertising that has proven the 
most successful, 43 per cent. of them announced newspapers, 
27 per cent. secured the best results through letters by mail, 
8 per cent. through novelties, 5 per cent. through personal 
solicitation, 3 per cent. through billboard advertising, and the 
others in decreasing percentages through statements, book- 
lets, folders, moving pictures and car cards. A great many 
banks employ several means of advertising and it was shown 
that nearly all combinations include the use of newspapers. 

That the people of our nation are gradually acquiring the 
thrift habit and coming to recognize the value of a savings 
account is evidenced by the figures released by the Comp- 
troller of the Currency within the last few days. They show 
that while the demand deposits in national banks decreased 
$1,436,748,000 during the year ended June 30, 1921, the time 
deposits in the same banks actually increased to the amount 
of $210,305,000. 

Rates of interest paid on savings accounts in national 
banks show a great variation. The lowest rate reported was 
2 per cent., while the highest was 7 per cent., the average 
being 3 89/100 per cent. The highest average rate for a 
state was 4 9/10 per cent. reported in the Northwest. In 
the middle western states the average rates paid are about 
the same as for the entire United States. The extreme rates 
are shown to be paid in all other parts of the country. 

The semi-annual payment of interest is the plan adopted 
by a great majority of banks. It is shown that 80 per cent. 
of those reporting pay twice a year, while only 13 per cent. 
of them pay quarterly. Geographical locations seem to have 
had no part in determining payment dates. 

The joint savings account, with rights accruing to the 
survivor, has been adopted by a great number of banks. In 
fact, 52 per cent. of the reporting banks offer such an account. 
Then there are many other banks carrying joint accounts 
without survivorship rights. Returns reaching your com- 
mittee show that in all but two states joint accounts are 
carried, while in twelve states, namely: Alabama, Arizona, 
Arkansas, Indiana, Kentucky, New Mexico, North Dakota, 
Oklahoma, Pennsylvania, South Carolina, Tennessee, Texas 
and the Disfrict of Columbia there is either no statutory au- 
thority or an ambiguous one for payment of a joint account 
to the survivor. 

Some time ago the American Bankers Association had 
drafted a model law authorizing banks to pay joint accounts 
to survivors. In states where there is no clear authorization 
so to do there is a great deal of confusion which bankers 
might obviate for the good of their depositors as well as 
themselves by urging amendments to their laws. 

Your committee found that in all parts of the country the 
ambition to increase the range of service to clients has cul- 
tivated or at least suffered the growth of the practice of per- 
mitting savings depositors to check against their accounts. 
Nowhere is such checking unrestricted, but competition has 
produced a relaxation of bank rules which violated the very 
principle upon which savings departments are established. 
The practice is found to exist in all but six states, four of 
them being in New England and two in the far west. The 
number of banks allowing such checking is comparatively 
small. Only 18 per cent. of those reporting permit it, and 
they only occasionally, but the practice is harmful and in 
each community where it exists an effort should be made to 
effect an agreement whereby it would be discontinued. 

No legislation affecting savings departments of national 


banks has been enacted recently by Congress. However, the 
Calder bill purposes to authorize the Federal Reserve Board 
to permit and even to compel the maintenance of separate 
and distinct savings departments and an apportionment of 
capital and surplus thereto. This your committee felt is a 
matter that should be left to the discretion of the individual 
banks, and because of this and other evident purposes of the 
bill approval of it was withheld. 

As a suggestion to members of the division residing in 
states which do not permit payment of joint accounts to 
survivors it may be said that the division will be glad to 
cooperate with those members should they wish to work 
for the enactment of such laws. 

Likewise the matter of advertising the savings depart- 
ments seems to be a field in which unlimited labor can be 
utilized. One point that might serve well if kept continu- 
ously in mind when advertising is done is that little advan- 
tage will follow the sending-of one circular or original letter 
or one booklet or the insertion of one advertisement in the 
local newspaper. Before any advertising is commenced a 
campaign should be outlined and three guides should be 
kept in mind. They are that the work should be continuous 
or at regular intervals, it should attract the attention of the 
same people each time, and it should carry a human interest 
appeal. 

Your committee exists for the purpose of aiding member 
banks in the development of their savings departments. Should 
there arise at any time any questions about the rights of 
such departments or any desires to learn something specific 
about the management of savings departments in other sec- 
tions of the country your committee will be glad to have 
the opportunity to assist you. It is hoped that it will also 
be in a position to offer suggestions about advertising. Com- 
munications direct to your chairman or to the division head- 
quarters in Washington will always receive prompt attention. 


CHAIRMAN: Gentlemen, without objection, the report will 
take the usual course. 

We have all heard the expression about gathering together 
the best minds in the country. We have succeeded today in 
our National Bank Division program in drafting just such 
a man. It will not always do to perform in public unless, 
using an everyday expression, we can deliver the goods, but 
we have a man who is a member of the Economic Policy 
Commission of the American Bankers Association, a member 
of the Executive Council at large, a member of the present 
Unemployment Conference in Washington, and he has come 
direct from that meeting to speak to us today. A year and 
a half ago he was chairman of the United States Bituminous 
Coal Commission in the settlement of the coal strike, and 
before that a member of the Supreme Economic Council at 
Paris, Commissioner of the United States Shipping Board, 
and a member of the United States Council of National De- 
fense during the war. I have the honor and great privilege 
to introduce Henry M. Robinson, President of the First 
National Bank of Los Angeles, who will talk to you on 
Free Ports and Free Zones. (Applause.) 


Free Ports and Free Zones 
HENRY M. ROBINSON 


The surge of the trading nations af the world to reestab- 
lish their foreign commerce brings again to the fore a proposal 
which has frequently been discussed in this country—a pro- 
posal for the establishment of so-called “free ports” or “free 
zones in ports” in the United States. 

_At the present the subject is of much greater importance to 
this country than at any time in the ten years that the project 
has been under consideration—first, because of the bearing 
which the inauguration of such a policy must have on the 
maintenance of the foreign trade which the United States 
built up during the war; secondly, because of the fact that the 
United States now has a large merchant marine whose profit- 
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able operation, if not actual existence, is dependent on making 
the best use of our ports and trading facilities. Many pro- 
posals of tremendous beneficial potentialities are lost because 
not made at the proper juncture. Let us hope that this time 
the proposal is better synchronized. 

There are, unfortunately, many misconceptions concerning 
free ports and the advantages of their establishment which 
have developed during discussions in recent years. What is 
really meant by a free port is a free zone within a port of 
entry—a segregated district where imported merchandise can 
be unloaded from ships and either stored, exhibited, broken up, 
repacked, assembled, distributed, sorted, refined and graded, 
or cleaned and mixed with foreign or domestic merchandise 
and otherwise manipulated which may be exported in its 
changed or new form without interference or charge made by 
the customs authorities of the United States. However, if 
any part of such merchandise before or after being manipu- 
lated should move from the free zone into a domestic market 
the customs duty must be paid. 

Senator Jones, in his bill, has adopted the expression “for- 
eign trade zones,” which term much better describes the pur- 
poses and uses and much better defines the proposal. These 
zones, as proposed, would be of limited area, ranging from a 
few acres to possibly several hundred acreas. They would 
have their own waterfront, wharves and warehouses. The 
goods entering these zones would be unloaded without the 
regulations or delays of Customs House inspection; in fact, 
our customs officials need have no knowledge or concern that 
the merchandise exists; and it could be kept within the foreign 
trade zone indefinitely since, within the meaning of the tariff 
law, technically it would not be within the customs boundaries 
of the United States. 

Heretofore opposition to the establishment of foreign trade 
zones has seemed to center under two heads; first, that it 
meant some attack on the principles involved in a protective 
tariff policy, and, secondly, that some few ports, where foreign 
trade zones were to be established, would thereby acquire an 
advantage over other ports and also over the interior. 

It would appear that the fear of the protectionists that the 
establishment of foreign trade zones would negative to some 
degree a protective tariff policy cannot fairly be sustained, 
because, in practice, all merchandise coming through a foreign 
trade zone into the customs territory of this country will 
pay the customs duty as at present; and only such merchandise 
imported into a foreign trade zone as is trans-shipped will 
escape the customs duty. 

As a matter of fact, the principle that imported merchandise 
retained for trans-shipment and actually trans-shipped should 
not pay the customs duty is already recognized by law in the 
United States. Under certain provisions of our statutes mer- 
chandise falling under this classification may be impounded in 
bonded warehouses, shipped in bond across the country for 
trans-shipment by water, or even trans-shipped in bond abroad. 
Furthermore, merchandise on which the customs duty has 
been paid may be manufactured in connection with domestic 
products, and when shipped abroad become entitled to a 
refund of the duties paid, provided the imported merchandise 
so attached or worked into the domestic commodity is, at time 
of shipment abroad, susceptible of identification. 

While the principle is identical with the proper use of a 
foreign trade zone, the carrying on of foreign trade under these 
statutes has in a large way been a failure, owing to the cost 
in carrying charges and financing, and the loss of time and 
inconvenience in the way of meeting the technical regulatory 
provisions. 

We have acknowledged the underlying principle, but have 
burdened the operation of trans-shipment so greatly that, 
broadly speaking, it is ineffective and relatively inoperative. 
The foreign trade zone.is the practical and economic basis for 
operation under the principle now on our statute books and 
already accepted. 

It must be recognized that if we are to engage in foreign 
trade, if we are to maintain a merchant fleet and are to con- 
tinue our protective tariff, the foreign trade zone is a necessity, 
and the higher the protective tariff the greater need for a 
foreign trade zone. 

Another widespread misconception has been that those ports 
where free zones were to be established would have some ad- 
vantage over the rest of the country, especially the interior. 
This is not the case under the present proposal. Originally 


the propaganda for foreign trade zones contemplated their 
establishment in about three ports on the Atlantic coast and 
one or two on the Pacific. The present discussion, however, 
provides for the establishment of foreign trade zones in each 
of our important ports of entry. This is a great stride in the 
right direction, for if all of the foreign trans-shipment were to 
be done in the ports of New York, Philadelphia and New 
Orleans on the East coast and in only one or two ports on the 
Pacific the congestion of traffic to and from these ports would 
place an additional burden on rail terminals already over- 
loaded and would result in an uneconomic transportation into 
the back country of merchandise intended for domestic con- 
sumption. 

As regards the people of the interior who have felt that 
the plan would place the interior at a disadvantage compared 
with the rest of the country, it is only necessary to repeat that 
there is no such thing as “free ports” in the sense of competi- 
tion with domestic production. In no country where a protec- 
tive tariff exists are there any free ports, although in such 
countries there are free zones within ports, and there is a 
vast difference between these two things. 

Of course, London has the greatest consignment trans- 
shipment market in the world; but England needs neither free 
zones nor foreign trade zones, as she is a free-trade nation 
and her regular ports have had all the privileges that would be 
imparted by the setting up of foreign trade zones. Germany, 
with a protective tariff before the war, developed several ports 
where the principle of foreign trade zones was extensively car- 
ried on. From 1882 Hamburg has maintained a district where 
merchandise from abroad could come in and be handled and 
manipulated, and even manufactured, without the payment of 
customs duty. This resulted in the creation of world trade 
with Hamburg as the center. One or two other German ports 
also maintained foreign trade zones, 

Although the port of London does not maintain a foreign 
trade zone, as such, a tremendous foreign trade trans-shipment 
business has been built up, owing to the fact that all merchan- 
dise has moved in and out free from customs duties and regu- 
lations, and still does, except for war measures. At London, 
as a result, a tremendous market has developed under which 
shipments of commodities from all over the world may be 
made on consignment. These commodities are held in London, 
financed to a large percentage of their value, and then marketed 
throughout the world in an orderly manner. 

The general merchants receive consignments of rubber, 
American and Egyptian cotton, South American, Australian 
and American wool, hemp, sugar, coffee and a hundred other 
commodities, and for nearly all of these commodities London’s 
prices govern world prices and affect the sale value of the 
product of the smaller producer in other countries. In prac- 
tice, the shipper is credited with, say, 80 per cent. of the 
present value, and merchandise held and marketed as possible, 
and the balance accounted for when sale is completed. This 
creates a center where prices are determined and stabilized. 
This, of course, is advantageous not only to the British trade, 
but to British industries as well. 

There is every reason why the United States should put 
itself in a position to obtain the marked advantages that would 
come from such a consignment market, in the interest of indus- 
try, in the interest of trade and last, but not least, in the inter- 
est of maintaining a merchant fleet. 

The so-called Jones Bill (Senate Bill No. 2391), introduced 
by Senator Jones of Washington, and is shortly to come up 
for open discussion, provides for the establishment, operation 
and maintenance of “foreign trade zones” in ports of entry ip 
the United States. But one zone is authorized in any port of 
entry, except when the port of entry is located within the 
confines of more than one state, when a zone may be authorized 
in each state in the territory comprised in such port of entry. 
The Secretary of Commerce is authorized, in his discretion, to 
grant to public corporations the privilege of establishing such 
zones. (“Public corporations” are defined as a state, a legal 
subdivision thereof, or a municipality, or a lawfully authorized 
public agency of a state or municipality.) 

When such privilege is granted and the zone set up, foreign 
and domestic merchandise of every description—except such 
as is prohibited by law—may be brought into this zone and 
there stored, exhibited, repacked, assembled, distributed, sorted, 
refined and’ otherwise manipulated without being subject to 
the customs laws of the United States, except as otherwise 
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provided in the act; and such foreign merchandise may ‘pass 
the boundary of such zone into the customs territory in the 
original package, or after manipulation, only upon payment of 
the customs duty. 

Under the terms of this act no duty is to be applied to mer- 
chandise delivered from ship to wharf within a foreign trade 
zone until some part or all of it moves out of such zone for 
domestic consumption, at which time it will pass through the 
Customs House and be subject to the regular duty. 

Or, to state it another way: We may, within certain lim- 
ited districts in such ports of entry as may be designated by 
the Secretary of Commerce, be a free-trade nation and at the 
same time protect our own domestic markets from competition 
with cheaply produced foreign merchandise. 

The Jones Bill does not contemplate manufacturing within 
a foreign trade zone, since it has been demonstrated that this 
privilege is not of the importance that it was originally thought 
to be; although it is not probable that had this right been 
given it would work any appreciable injury to our domestic 
manufacturers. 

The question of foreign trade zones in ports of the United 
States acquires its highest importance when viewed in connec- 
tion with the advantage to be gained therefrom by the Ameri- 
can merchant marine. Shipping men naturally have for years 
been strongly in favor of such zones. Their position has 
been that American merchant ships would derive a substantial 
benefit from the ability to bring in full cargoes or at least 
greater cargoes than are permitted under present conditions, 
the bulk of which might be for trans-shipment in American 
bottoms to other ports along with shipments of domestic mer- 
chandise. 

Since the beginning any nation that has engaged with any 
appreciable degree of success in international commerce has 
been either on a free-trade basis or has maintained one or 
more free ports or zones. As a result of the Great War most 
of the people of the United States have come to believe that 
a fleet of merchant ships is a vital necessity in the protection 
of the nation in time of war, whether the war be military or 
economic; and this was demonstrated only too*clearly when 
we entered the war. 

The maintenance of a merchant fleet is obviously predicated 
on world trade. It is therefore evident that a high protec- 
tive tariff and world trade and the maintenance of a merchant 
fleet with the commercial accompaniments of such operations 
are inconsistent. The experience of: European nations shows 
conclusively that a modification of this inconsistency can be 
brought about without definite injury to the principle involved 
in a protective tariff if foreign trade zones, free from customs 
duties and regulations, are established. 

In fact, if the feeling continues to grow that we should 
engage in world trade and maintain a merchant fleet as a 
necessary corollary, the high protective tariffs must, of neces- 
sity, be greatly modified, unless some method is devised that 
will permit a world trade in merchandise in and out of our 
important ports of entry, without the delays and expense 
attendant under our present methods for trans-shipment. 

If it be true that the cost of operation of our merchant 
ships is to be greater than that of the important competing 
nations, because of higher wages and higher living standard 
for the men who go to sea, some method must be devised to 
balance that loss. The two great economic wastes in the 
shipping business are voyages without adequate cargoes and 
loss of time in ports, and especially that loss due to delays 
resulting from the administration of complex laws and regula- 
tions—regulations which unfortunately lie within the province 
of many different governmental departments. It is recog- 
nized that the elimination of port delays would be of great 
economic advantage and that successful ship operation depends 
on keeping the ship at sea at the work for which it was built, 
and filled adequately with cargo. 

A foreign trade zone, limiting, as it does, serious delays, 
would permit the prompt unloading of the ship within the 
boundaries of the zone, and later such part of the cargo that 
was intended for domestic consumption could move through 
the customs house to its destination, as well as furnish addi- 
tional cargo. 

While it is to be recognized that ships other than those 
under our flag will have the same advantage in our ports, it 
is fair to assume that ships under our flag touch more often at 
our ports, in a given period of time, than the ships under other 


flags; and to that extent, at least, there would be a factor for 
improvement in the cost of the operation of American ships. 

Another great advantage in the operation of our marine 
ships would be that we would be in the same position as our 
competitors in the making of the so-called triangular voyages 
and in the movement of cargoes to our ports where only a 
part of such cargo would be intended for consumption in our 
country. 

The problem of the American ships has. been that while 
we have merchandise for export shipment, only too often it is 
necessary for the ships to return in ballast. On the other 
hand, the British, a free-trade nation, have been until recently 
able to fill their unoccupied space in their ships outward bound 
with coal for foreign countries and for bunkering (and this 
condition is again returning), returning with cargoes of com- 
modities from foreign countries, partly for home consumption 
and partly for trans-shipment, and very often all under con- 
signment for trans-shipment only, and trans-shipment made 
without any regulatory practices that result in delays and 
without our customs expense. This, too, was true in Germany 
because of the free port zones long since established. 

Should the Jones Bill become law our protection principles 
will be conserved, because, otherwise, if we engage in foreign 
trade in any large way pressure will, in the course of time, 
result in a marked modification of the present protective tariff 
laws, all of which might be unnecessary or even obviated, if 
we could maintain our foreign trade and our merchant fleet 
through the medium of foreign trade zones. 

It is to be recognized that the two groups who should be 
most interested in the establishment of foreign trade zones 
free from customs duties and regulations are the high protec- 
tionists and those engaged in foreign trade, including the ship 
owners and operators. It is to be recognized, too, that gen- 
erally the views of these two groups are widely divergent. 
Nevertheless, the whole country and its domestic trade and 
industry and the financial element in each community have 
an indirect interest in the establishment of such machinery, 
without. injuiry to any of our established principles, and 
actually for the benefit of all. 


CHAIRMAN: 
very busy man. 

The next order of our program will be an address entitled 
Labor and Radicalism. We in the banking business realize 
that wealth is stored up labor. We have the pleasure of 
hearing from Dr. Tully C. Knoles, President of the College 
of the Pacific, San Jose. (Applause.) 


We are all very grateful for the address of a 


Labor and Radicalism 
DR. TULLY C. KNOLES, 


This is a subject of utmost importance to citizens of the 
United States in general and business men in particular. 

It is not necessary to tell you that there is a great amount 
of unrest in the country today, political, social, and economic 
unrest; nor is it necessary for me to tell you tHat much of 
this unrest is not due to the conditions which always follow 
a world war. With these we are ready to cope for they 
follow certain well defined lines; but very much of the dis- 
quietude of the present time is due to a culmination of a 
long series of events having their initiative in the brain of 
Karl Marx. In other words, we are face to face with normal 
results of the destruction of billions of property and the kill- 
ing of millions of men; and this occasion has been seized 
upon to bring before the minds of those in consequent dis- 
tress the theories which have been gradually growing in 
their control of the minds of the discontented since the issu- 
ance of the Communist Manifesto of 1848. Very few men, 
particularly those engrossed in the strenuous life of business, 
have taken time either to read the writings of Karl Marx, 
utterances fundamental to modern radicalism, or to note 
the method of their teachings and the groups in which the 
teachings have been received. 

Marx was a German Jew who came under the influence 
of Hegel of the University of Berlin. History has a neces- 
sary unfolding similar to the unfolding of the mind of the 
individual. Hegel believed that there is a mind of humanity 
which passes through the various states through which the 
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mind of the individual passes. He is best known by his 
book “The Philosophy of History.” The impressionable mind 
of Marx was influenced by this theory and his primary rea- 
soning was as follows: 

In the evolution of the mind of humanity immediately fol- 
lowing the breaking up of the Roman Empire to save society 
from anarchy the feudal system was devised. This system 
carried to its logical conclusion called for a state of society 
based upon land: tenure wherein the holder could render to 
the over-lord products of the soil or military service. There 
was very little use for money until the beginning of the 
disintegration of the feudal system. The appreciation of 
private property was at a very low point. However, each 
feudality was a state in solution, and following the period 
of the crusades each feudal overlord claimed, and many 
exercised, the right of coinage. 

The next stage of society succeeding feudalism was that 
of the dominance of the state. When kings no longer ruled 
the land they ruled the people, and in this new system of 
society there was the necessity for the private ownership 
of property and the increased use of capital. The mind of 
Marx, viewing this development in a large perspective, drew 
the inference that the age of capitalism was succeeding the 
age of feudalism, and then made the prophecy that the age 
of capitalism was not to be the final age, but that it was 
to be succeeded by the era of the control of human affairs 
by the hand workers. By 1848, in conjunction with Freder- 
ick Engels, he had so formulated his theories that there 
was issued the Communist Manifesto in which was clearly 
set forth the results of these theories and the prophecy that, 
as political powers had been wrested from the kings by the 
nobles and the land owning aristocracies, and then as the 
result of the industrial revolution at the close of the eigheenth 
century political powers had been still further taken from 
kings and from aristocracies and placed within the hands of 
the upper middle class, the bourgeoisie; so when capitalism 
hand in hand with this new political power shall have ex- 
ploited labor until labor is again in the condition of serfdom 
and slavery, the hand workers will unite in every country 
of the world and overthrow the existing order and substitute 
for it the rule of the proletariat. The slogan of the Com- 
munist Manifesto of 1848 was “Workmen of all countries, 
unite.’ 

The followers and friends of Marx were determined that 
this new theory should in course of time dominate the 
thought of the workmen. It is very evident in the first 
period of the development of the Marxian idea that the 
expectation was that the new era would come as the result 
of simple evolutionary process. The belief was that it was 
only necessary to put into the minds of. the people of the 
world the fundamentals of the system to bring about the 
new control of industry and of life. Hence, correspondence 
was initiated with sympathetic leaders in the various for- 
ward looking countries of the world. Periodicals were estab- 
lished and groups already embued with Socialistic ideas were 
permeated with the new theory. Even as early as the 
publishing of the Manifesto, Marx believed that to bring 
about the control of society by the proletariat it would be 
necessary to develop what he believed to be a class conscious 
struggle in which aristocracies and the bourgeoisie element, 
already conscious of themselves, would be opposed and 
vanquished by the class conscious’ proletariat. 

The First Internationale, called in London in 1864, began 
to attract the attention of the radicals of the countries, but 
it is interesting to note that even at this early period the 
response was not the same in all countries; for instance, 
the English Trade Unionists were the most sympathetic, in 
Germany the Socialists, while in France and all other Latin 
countries the anarchists responded the most readily,’ the 
leaders being usually of the middle class. Marx was very 
bitter against state socialism and longed for a clear cut 
issue between his ultimate theory and the ultimate theory of 
capitalism. Hence, he was not in full sympathy with Lasalla, 
and Bakunin the Russian anarchist. The various social 
democratic parties met in the countries of Europe and as 
a rule expressed the thought of Marx. Bebel and Liebknecht 
were extremely active in the radical propaganda in Germany, 
drawing the wrath of Bismarck who saw to it that the most 
bitter repressive laws possible were passed against the Social- 
ists; but after twenty years Bismarck was convinced that his 


method was in error and he coined the phrase, “I will cure 
the evils of Socialism by inoculation,” and in the develop- 
ment of state Socialism retarded the growth of radicalism. 

In addition to the Trade Union movement in England 
there has always been a group of intelligent Socialists, usually 
members of the Fabian society. The political programs of 
the radicals in England were under the leadership of John 
Burns and Tom Mann, culminating in 1886 and 1887-in a 
tremendous growth of Labor Unionism. 

It is extremely interesting to note that no great Socialistic 
theory has originated in the Latin mind. The Latin mind 
has gone more particularly in the field of political action and 
in the direction of anarchism. So in France we expect to 
find anarchists of the Proudhon type and conspirators fol- 
lowing Blanqui, while the working class agitators were com- 
pletely under the influence of Marxianism. Trade Unionism 
has never been strong in France, there being only about 
600,000 members in the unions of that country. Socialists are 
usually found, however, in the Chamber of Deputies, fre- 
quently in the Cabinet, and occasionally in the Premiership. 
This is due to the fact that since 1871 France has not had a 
real test of democracy and all of her cabinets have been 
coalition. 

In .America about the only effect of the First Inter- 
nationale was manifested among the Germans and was not 
so much political as economic in its form, for membership 
in the party was not limited to voters and the first organiza- 
tion was accepted in the National Labor Union as Labor 
Union Number Five. 

In 1872, Marx dissolved the First Internationale. However, 
under the same name there was carried on in New York 
until 1876, under the leadership of German societies, the 
name and propaganda. The death of Marx in 1883 did not 
put an end to the propagagda and in 1889 the Second Inter- 
nationale was called together in Paris. It met in Brussels 
in 1891, Zurich in 1893, London in 1896, Paris in 1900, Am- 
sterdam in 1904, Stuttgart in 1907, Copenhagen in 1910, 
Basel in 1912, ceasing to exist at the outbreak of the world 
war. Through the lessons learned in the experience of the 
First Internationale the leaders of the Second Internationale 
believed that, although the age of the proletarian would 
come by evolution, it could be increased by more definite 
and more specific propaganda and wider education. It rep- 
resented the international proletarian movement more ex- 
tensively than intensively. In other words, it decided to 
draw as many as possible into alignment rather than to 
deepen the convictions of the few; hence, while it was inter- 
national in character, to a certain degree it recognized 
national patriotism and local adjustments to political situa- 
tions. Its sympathetic enemies believed that its destruction 
was due to this spirit of compromise, for instance, it was 
believed by the more radical among its number that_ there 
were enough internationalists in allegiance to the Second 
Internationale in the various nations of Europe to make it 
impossible for a general war to ensue. The results were far 
otherwise and the outbreak of the war found Belgian, Eng- 
lish, and French internationalists side by side fighting 
against their German confreres. 

It is true, as has been demonstrated over and over again, 
that national patriotism is stronger than religious, social, 
political, or even economic interest, and many believed that 
the Marxian movement had received its death blow up to 
1917, but the few internationalists who refused to submit to 
national patriotism were determined to make use of every 
opportunity to further the proletarian revolution. 

At this time perhaps it will be well to explain to you that 
on the Continent of Europe representative assemblies are 
in the habit of allowing their members to seat themselves on 
the right or on the left of the speaker’s position, expressing 
by their choice their liberalism or their conservatism; hence, 
those who sit upon the extreme left wing are ultra- ‘radical, 
while those who occupy the positions on the extreme right 
are very conservative. As you move from the extreme toward 
the center you find those who are more and more open to 
conviction, and to them the extremes direct their eloquence 
and their persuasive powers. 

In Germany the leaders of the left wing were Liebnecht 
and Rosa Luxenbourg, whom you will recognize as Sparti- 
cans. The center group was led by Kautsky and the right 
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wing by Scheidemann. By keeping the relative position of 
these in mind you will always know the progress of radical- 
ism in Germany during the war and well into the develop- 
ment of the Bolsheviki government of Russia. 

In France the radical position has been under the leader- 
ship of Loriet, while the center has been led by Longuet 
and Faure, while preceding the formation of the Third 
Internationale, from the fact of their selection as Premiers 
we may consider Millerand, Viviani, and Briand as the 
leaders of the right wing. 

In Italy Labriola led the extreme left, while the right 
wing was under the leadership of Ferri and the moderates 
under Turati, who was Marxian. 

In America we have thought of Eugene Debs, Victor Ber- 
ger, Meyer London, and Morris Hillquit as the leaders of 
the Socialist group, with Haywood and Moyer as spokes- 
men for the more radical I. W. W.’s. 

With the downfall of the Romanoff autocracy in Russia 
there came the provisional government under the leadership 
of Prince Ivov, which in its turn was substituted by the 
Kerensky government; and then in November, 1917, the 
coup d’ etat of the Bolsheviki under the leadership of Nicolai 
Lenine and Leon Trotsky. In the development of the Bol- 
shevist control of Russia and the seeming success of that 
group in 1918 and 1919 there was the exuberant hope that 
the age dreamed of by Marx would now be realized. Hence, 
the First Congress of the Third Internationale was called 
to convene at Moscow March 2 to 9, 1919, and the Second 
Congress at Moscow July 15, 1920. It had as its object to 
complete and incorporate the ideals of Karl Marx and to 
realize in practice the eternal aims of Socialism and the 
Labor movement. It entered into all of the benefits and 
advantages of the First and Second Internationales, but utterly 
repudiated their methods. The time had now come for 
cataclystic revolution in every country that could possibly 
be reached by the radical propaganda. Although Lenine was 
the moving spirit in the call of the Third Internationale, 
the Executive Committee as elected at the August Congress 
was made up of Zinoviev, Bukharin, Radek, Tomski, and 
Kobozky, all named by the Russian Communist party; Paul 
Levy of Germany, Harry Quelch of England, C. Rosmer of 
France, Signor Serrati of Italy, Herr Steinhardt of Austria, 
M. Prika of Scandinavia, M. Chaklin of Bulgaria, M. Mil- 
kich of Jugoslavia, M. Radnyansky of Hungary, Sultan Cada 
of the Near East, M. Pek of the Far East, David Wynkoop 
of Holland, M. Manzer of Finland, and John Reed of the 
United States, who died in Moscow since the naming of 
this committee. 

The delegates at this congress issued the manifesto, ad- 
herence to whose provisions were necessary for the admission 
of delegates from any socialist group in the world. 

The conditions for admission of new parties and duties 
pertaining thereto are as foliows: 


1. Daily propaganda and agitation must have clear Communist 
character and agree with program and decisions of Third Interna- 
tionale. Party press must be edited by responsible devoted Commun- 
ists. Propaganda for dictatorship of proletariat should be such that 
its necessity would be obvious to each worker, soldier and peasant, and 
regularly noted in press. All opponents must be systematically branded 
in all possible ways. 


2. Reformists and centrists should be removed from all respon- 
sible posts in organizations desiring to affiliate with the Communist 
Internationale. 


3. In countries where work cannot be carried on legally, both 
legal and illegal activities should be combined. There is class struggle 
in nearly every country in Europe and America entering upon phase of 
civil war, and under such conditions the communists cannot rely on 
bourgeois legality. 

4. Systematic and vigorous propaganda should be carried on in 
army. A communist nuclei is to be formed in every military unit. 


5. Same carrying of campaign in country districts. 


6. All parties desiring to belong must denounce avowed patriotism, 
dishonest and hypocritical pacifism. Without revolution overthrowing 
capitalism no reorganization of League of Nations can preserve man- 
kind from imperialistic wars. 


7.. Must recognize necessity of complete and_final break with 
reformists and centrist policies and preach it. Break must come 
within very short time. 

8. Duty bound to support movement for emancipation of colonies 
and demand expulsion of imperialists from colonies. Nourish fraternal 
feeling for workers and carry on propaganda among troops. 

9, Propaganda within trade unions, cooperatives, and other mass 
o¥ganizations of workers. Win unions to Communism and expose 
treason of social patriots. 


10. Aid yellow Trade Union International organized _at Amster- 
dam. Aid International Union of Red Trade Unions affiliated with 
Communist Internationale. 


11. Revise parliamentary groups, expel unreliable element. 
12. Parties should be organized on principles of democratic 


_13. Housecleaning of party organizations to rid them of petit bour- 
geois and special interest elements. 


14. Unqualified support to all soviet republics. Should pledge 
refusal to transport munitions or supplies to enemies of soviet repub- 
lics. Propaganda against troops sent out against soviet republics. 


15. Work out new program in spirit of decisions of Communist 
Internationale attached to special conditions of country. Programs of 
parties belonging to Communist Internationale to be confirmed by Con- 
gress of Communist Internationale or by Executive Committee. If not 
sanctioned by Executive Committee party may appeal to Congress. 


_. 16. Decisions of congress and committee binding upon’ affiliation 
with Internationale. Should take into consideration conditions of 
different countries. 


17. Parties must names. Communist Internationale has 
declared war upon entire old bourgeois world and on all old Yellow 
Social Democratic parties. 


18. Duty of all leading press organs to print all important official 
documents of Committee of Communist Interriationale. 


19. Parties applying for admission should call convention to 
examine conditions within four months after Second Congress. 


20. Two-thirds of members of party executive and all important 
central bodies must declare clearly and publicly in favor of entrance 
into Third Internationale before its Second Congress. Exceptions 
allowed upon approval of Executive Committee. Also made of Centrists 
adherents named in condition seven. 


21. Parties who reject conditions will be expelled. 


Immediately the Socialists of the world were divided by 
this manifesto. At first it seemed as if the Third Interna- 
tionale had overstepped itself in the extreme radical con- 
ditions, and many students thought that the reaction would 
be against the propaganda. However, Lenine’s object was to 
weed out all nationalists and patriots and weak-kneed Com- 
munists. A brief survey of the reception of these provisions 
is nOW necessary. 

The French Socialist party having sixty deputies in the 
Chamber and 180,000 dues-paying members was split into 
two factions on December 30, 1919. 

In Italy, where the expectation was that the Socialists 
almost in a body would adhere to the Communist program, 
there was great disappointment for the industrial depression 
did not have the effect anticipated. The elections of May 
15, 1921, were immediately disappointing to the Communists, 
although the reaction has been somewhat in their favor. 

The small Communist party of Poland believes that it 
will grow rapidly as the result of political developments of 
the past year. The German Communists weeded out the 
majority Socialists and the Scheidemann group. 

In England after months of discussion and political jockey- 
ing the British Communist party came into being July 31, 
1920, after the Moscow Executive Committee had attacked 
the Center of the Second Internationale, represented in Eng- 
land by Ramsey Macdonald and Philip Snowden, in France 
by Jean Longuet, in Germany by Kautsky and Hasse, in 
Italy by Modigliani, Turrati and Traves, in Russia by Axel- 
rod and Martov, and in the United States by Hillquit. All 
of these were accused of playing the part of Pontius Pilate 
during the war. Arthur McManus was chairman of the con- 
vention, which consisted of about two hundred delegates. 

The Executive Committee of this new party consists of 
six members in addition to the provisional committee com- 
posed of W. Paul, Arthur McManus, and T. Bell. This 
party was committed to 


1. Establishment of soviet form of government by means 
of revolution. 


2. Establishment of proletariat dictatorship. 


3. Participation in Parliament under mandate from Com- 
munist Party only. 


4. Affiliation with Labor Party, with object expressed. 


It is very interesting to note that while Reinstein and 
John Reed were both on the Executive Committee of the 
Third Internationale, Reed’s death in Russia left America 
without any outstanding leadership. According to Morris 
Hillquit, the recognized leader of the American Socialists, 
the Social Party of France under Longuet, the Independent 
Labor Party of England, and the Independent Social Party 
of Germany come very close to the position of the Socialists 
of America. The Executive Committee of the Third Inter- 
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nationale speaks of Morris Hillquit, Victor Berger, and Meyer 
London as one hundred percent American, and hence dis- 
qualified for membership jn the Third Internationale. 

In general terms then we conclude that the program of 
the Third Internationale, instead of showing any evidence 
of immediate establishment, is rather to be the rallying point 
of a new struggle to foment class struggle in every nation 
of the world. 

A few words will be necessary to indicate the reasons for 
the various reactions to this program in the different coun- 
tries of the world. German labor .offered the best possible 
field for the development of radicalism which would un- 
doubtedly have led to the overthrow of the House of Hohen- 
zollern and existing order if it had not been for the wisdom 
of Bismarck in organizing state Socialism. The French mind 
responds more quickly to anarchy and syndicalism and ex- 
pects the triumph of radicalism much more by political activ- 
ity than by economic evolution. In Italy the Socialist groups 
have been unusually strong in politics since the formation of 
the kingdom, but have not yet gained sufficient strength to 
gain adherence with the Communists in general. It is 
very evident from a cursory survey of radicalism in England 
that the methods have been experimental rather than theoret- 
ical, and that the Socialist leaders have taken every advantage 
of every possible political action. In 1832 one person out of 
twenty-four had the right to vote; in 1867 one person out 
of twelve received the right; in 1885 one out of seven; in 
1918 one out of three. Labor leaders have been quick to 
take advantage of this increasing power in the hands of the 
average citizen. The result was that between 1906 and 1911 
more Socialist legislation was passed in Great Britain than 
in any previous period of fifty years. To bring this about 
the legislative power of the House of Lords was completely 
destroyed except for the suspensive veto. The results of 
the world war were such as to give to the women the 
suffrage which their militancy was not able to acquire for 
them before. It is very evident that with one person out 
of three voting labor can control any general election in 
England, and Ramsey Macdonald, who may be considered 
as clear a thinker as there is within the English radical 
group, is even now outlining a method whereby a labor gov- 
ernment may be organized in the next election. 

This offers a complete contrast to the situation in the 
United States where labor has never functioned to any great 
extent in the political field. Samuel Gompers has stood as 
the leader within that organization of those who expect to 
receive justice for labor through trade union methods alone. 
His last election to the Presidency of the American Federa- 
tion of Labor indicates that the Conservative group is still 
in control. Inasmuch as the American Federation of Labor 
has been expelled from the World Federation of Labor we 
can clearly see that at present there is no immediate danger 
of radicalism within the groups of American organized labor. 
There are two reasons for this: 

FIRST, with all of the systematic attempts of the radical 
leaders there has not yet been developed in America a class 
conscious group of laborers, for the way out is always 
present. 

SECOND, class distinctions do not reflect themselves in 
the political parties, for the lines of political cleavage are 
perpendicular while as a rule in Europe they are horizontal. 

So long as only delegates from the I. W. W.’s the Inde- 
pendent Workers of America, the Debs Wing of the Socialist 
Party, and the Communist Party of America are admitted 
to the Third Internationale, the danger to America is not 
imminent. At present, then, we have revived Second Inter- 
nationale, the revolutionary Communistic Third Internationale, 
and the so-called Two and One-half Internationale striving 
to go a little farther than the Second and not so far as 
the Third. 

In conclusion let us get the vision of a mass of radicals 
indoctrinated with the Marxian theory living in every ad- 
vanced country of the world. Absolutely opposed to these, 
the great mass of middle classes and the wealthy, including 
of course those engaged in commerce and trade and larger 
industry. Between these two opposed groups there is the 
great body of working men and small trade’s people per- 
plexed by industrial and financial depression, not knowing 
in which direction to go for a way out. How to win them 
is the great problem before each group. If the principles of 


Karl Marx are right the radical group will win. If the 
principles of Marx are not right they must be opposed by 
reason rather than by force, by persuasion rather than b 
repression, by methods of intelligent education and by a still 
further extension of industrial righteousness. 


CHAIRMAN: I know you will all agree with me that we 
have learned something. We are all obligated to Dr. Knoles. 
If there are some who do not care to remain here for the 
business part of the session, they will be at liberty to with- 
draw, although we would very much like to have them 
stay if they can spare the time. 

Gentlemen, the next business is the report of the Standing 
Committee on Trust Departments of National Banks. 


Report of Committee on Trust Departments 
of National Banks 
E. L. MATTSON, Chairman 


While some national banks have developed trust depart- 
ments of considerable importance, speaking of the system as 
a whole this line of banking endeavor can be said to have 
only made a fair start. Your committee is much impressed 
with the possibilities of this line of national banking and 
predicts that as more and more banks avail themselves of 
the trust powers conferred upon them by the Federal Re- 
serve act this division will find large opportunity for render- 
ing information and guidance to its members. 

Corporate fiduciaries have made a most creditable record 
during a period of years, and the public is showing an ever 
increasing interest in this kind of service. 

A completely equipped bank, particularly in the larger cities, 
should offer commercial, savings, and trust service; lacking 
any of these, customers will obviously divert part of their 
patronage elsewhere, depriving the bank of legitimate income 
and possibly alienating the customer altogether. 

Trust departments are of slow growth and a bank entering 
the field must expect to undertake considerable outlay ‘in 
operation, solicitation and publicity over a period of time 
before resulting profits may be looked for. 

The report of this committee at the spring meeting was 
incorporated in a questionnaire which was recently ad- 
dressed to national banks to whom trust powers have been 
granted of which there are about fifteen hundred and some 
of this is included in this report. 

As was to be expected only about one-third of the banks 
addressed responded; much useful information, however, was 
obtained which will be a guide as to what service this divi- 
sion may most profitably render to its members. 

Except as to a recent adverse decision in the Orphans’ 
Court in Philadelphia, which it is to be hoped will be carried 
to the higher courts—‘National banks which, under the 
amendment to the Federal Reserve act of Sept. 26, 1918 
(Barnes Federal Code Supplement, 1921, p. 395), have been 
granted a special permit to act as sureties, trustees, executors, 
adininistrators or guardians, will not be approved by the 
Orphans’ Court under Rule XXI, as amended Jan. 12, 1921, 
because of the conflict between the Federal act and the laws 
of this Commonwealth’—it may be said that the right of 
national banks to act in fiduciary capacities has been estab- 
lished beyond question by numerous state courts, this in the 
absence of permissive legislation and in the face of express 
statutory prohibition. 

There have been, within the last four years, five decisions 
of the Federal and State courts which are of particular im- 
portance to national banks contemplating the establishment 
of trust departments. Citations thereto are as follows: 

First National Bank v. Fellows, 24 U. S. 416; 

Fidelity National Bank and Trust Co. v. Enright, 264 

Fed. 236; 

In re Mollineaux, 179 N. Y. Supp. 90; 

Hamilton v. State (Conn.) 110 At. 54; 

In re Stanchfield’s Estate (Wisc.) 178 N. W. 310. 

About forty-five states had legislative sessions this yéar 
and some constructive laws were enacted; it is apparent, 
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however, that a program of uniform legislation can profit- 
ably be undertaken by this Association to the end that minor 
obstructions may be removed. 
Among matters of major importance along this line are: 
Depositing securities for private or court trusts. 
Examination of trust departments by state examiners. 
Practice of law by laymen. 
The questionnaire made inquiry under eight headings, the 
answers in some instances being difficult to summarize :— 


1. To what extent, if any, are you exercising trust powers? 


. 2. Do you maintain a separate and distinct trust department with 
its own corps of employees? 


3. Does your trust officer give his entire time to trust work? 


Answers somewhat unsatisfactory, due in part to the fact 
that the work has been recently undertaken, that banks al- 
ready controlling state chartered trust companies, and there 
are many such cases, asked for trust powers without intend- 
ing to make present use of them, to difficulty in securing 
efficient trust officers, to reluctance of state officials to desig- 
nate national banks. 

4. Are fiduciary institutions chartered under the laws of your 


state permitted or required to deposit with your state officials blanket 
securities to cover all private and court trusts they may administer? 


Have you encountered any difficulty in obtaining the some 
privilege? (This privilege was intended by the Federal Reserve act.) 


P Replies are difficult to summarize because of the fact that 
in some states information received was not uniform and in 


others the depositing of securities is permitted and not re-. 


quired and in other cases is required. In a general way it 
may be said that in fifteen states corporate fiduciaries do not 
put up securities, in nineteen states corporate fiduciaries do 
put up securities and in twelve of these states national banks 
are on an equality with state chartered institutions. 

6. If you have a satisfactory, though rather simple set of forms, 
adapted to the needs of the National Bark just entering this work, and 


elastic enough to serve its expanding department, will you send a set 
of copies? 


Quite a large number of accounting forms have been re- 
ceived which are in the office of the Association, some of 
them having been brought to the convention and may be 
seen if any of the members wish. Out of the lot it will 
probably he feasible to lay out a standard set of forms that 
a bank beginning in a small way may make use of, the lay 
out being such that it will be susceptible of continued growth 
without the system being disrupted. 


7. May we also have a sample of your most productive advertise- 
ment? 


The banks were not asked to tell which form of publicity 
had been most successful. They were asked to send a copy 
of the most productive advertisement. A few of them did 
this; in many instances this consisted of book'ets largely in 
serial form of which there is available through agencies a 
great deal of properly prepared material. Newspaper adver- 
tisements are regarded as being effective means of carrying 
information to the public and banks report that good results 
have been obtained. Some of the replies received follow: 


“Publicity is not an all year duty. Summer time, when 
people are frequently away on vacations and in good cheer, 
does not find them interested in trust department advertise- 
ments.” ‘ 

“Advertising campaigns should always be planned; never 
undertaken in a haphazard manner.” 

“Advertisements at regular intervals serve as well or better 
than when continuous.” 

“One edition of a circular yields nothing; there must be 
follow-ups.” 

“Each advertisement should be of one feature alone; one 
advertisement should speak of wills, another of living trusts, 
another of registrations.” 

The comment made most frequently is that the public 
inclines to want to follow the old custom of appointing indi- 
vidual trustees; much publicity is needed to lead the public 
to recognize in National banks the best safeguards that can 
be thrown about the administration of any trust. 

More than a year of syndicate advertising under the super- 
vision of the Trust Company Division has now been had. 
At one of its meetings a report will be made on the results 


attained which may be of interest to members of this divi- 
sion. In view of replies to our questionnaire which indicate 
that in the opinion of many of our members Trust Com- 
panies have the prestige which all will concede is their due 
because of publicity and operation over a continued time, it 
may be desirable to consider the question of the advisability 
of this division undertaking something of a similar nature 
to the end that there may be no doubt in the minds of the 
public that national banks are desirable mediums to which 
clients may commit their trust business. 

8. What, if any, conditions tending to retard development of your 
trust department have you had difficulty in overcoming? 

Quotations from banks reporting are quite similar and a 
few are given herein for your information :— 

“Educational campaign required.” 

“Difficulties encountered; opposition of attorneys, adher- 
ence to old custom of appointing member of family, lack of 
knowledge of advantages on part of public.” 

“Lack of public interest and lack of public knowledge.” 

One hank savs much business comes through attorneys and 
it suggests advisability of employing them. 

“Unfamiliarity of public with the corporate trust.” 

“Adverse legislation restricting corporations; attitude of 
the bar association, the well-established business of trust 
companies, necessity for educating public to realize that 
national banks are as well equipped as trust companies.” 

“Difficulties: Inclination of ,judges to appoint political 
friends; custom of testators appointing individuals.” 

“Opposition of attorneys; state law prohibits solicitation 
of trust business. ‘Lawyers make laws for lawyers.’” 

Certain changes of interest to members of this Division 
are contained in the tax revision bill passed by the House 
on August 20. The provision releasing executors from per- 
sonal liability one year after filing complete return is an ex- 
cellent amendment. We take the opposite view on the pro- 
vision of taxation of gifts and the methods of ascertaining 
the value thereof. Both of these were argued before the tax 
expert of the Treasury Department and this division was 
represented at the hearings. 

The Federal Reserve Board has quite clearly defined the 
rights of a national bank to exercise fiduciary powers out- 
side of its own state under certain interpretations which have 
been completely explained in the Federal Reserve Bulletin. 

Your committee would be remiss in its duty if it failed 
to express its appreciation of Mr. Mountjoy, our deputy 
manager, who has always been ready and able to assist the 
committee in all of its endeavors and has initiated much in 
the way of constructive suggestions. 


Report of the Committee on Resolutions 


CHAIRMAN: The next order of business will be the report 
of the Committee on Resolutions. 

Mr. Sannos: Mr. Chairman and gentlemen: The Com- 
mittee on Resolutions is composed of the speaker, Mr. 
Whipple of California, and Mr. Latta of Minnesota, so you 
will see it pretty well covers the different sections of the 
country. The action of the committee has been unanimous 
in the presentation of the several resolutions proposed. First: 


“Whereas, the National Bank Division deprecates 
the tendency to enlarge government activities in hand- 
ling business which should be conducted under individual in- 
itiative and management; and, 

“Whereas, Legislation has been proposed to enlarge 
the functions of the Postoffice Department in handling Postal 
Savings deposits; and 

“Whereas, It is the opinion of this Division that the 
Postal Savings system as now conducted is meeting the 
needs of the people by providing a place of deposit for those 
not familiar with the banking methods of this country; 

“Now, Therefore, Be It Resolved, That the National 
Bank Division is opposed to any broadening of the powers 
of the Postoffice Department under the Postal Savings Act.” 
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Upon motion, duly made and seconded, the resolution was 
adopted. 

Mr. SANDS: 

“Whereas, Noticeable attempts upon the part of some 
states to curb the trust activities of national banks have 
appeared with the result that national banks in those states 
have been placed at a disadvantage in competition with 
state chartered institutions: 

Be It Resolved by the National Bank Division of 
the American Bankers Association that we protest against 
the enactment, on the part of any state, of legislation which 
prevents unhampered competition between state and national 
institutions engaged in similar lines of business. 


Upon motion, duly made and seconded, the resolution was 
adopted. 

Mr. Sanps: Gentlemen, before the next resolution, it 
probably would be well to read a paragraph from the Presi- 
dent’s message: 

“The Committee on State Taxation of National Banks re- 
ports that efforts are being made to nullify, through Con- 
gressional action, the effect of the decision of the Supreme 
Court of the United States inthe case of Merchants National 
Bank of Richmond, Virginia, vs. City of Richmond. The 
Supreme Court decision declares that Section 5219 of the 
Revised Statutes, which forbids states to tax moneyed cap- 
ital invested in national banks at a higher rate than money 
in the hands of individuals is taxed, means just what ‘¢ states. 
Under the decision of the Supreme Court many national 
banks have a right of action against states and municipalities 
for the recovery of taxes illegally collected.” 

Recent action was taken by the National Tax Associa- 
tion, at the meeting just adjourned at Bretton Woods, ask- 
ing that some change be made in that statute, by which the 
state would have full control of the taxation of the shares 
of national banks, nullifying the Section 5219 insofar as it 
put a limit upon the states’ action, to the extent of other 
moneyed capital: 


“Resolved, That the National Bank Division of the 
American Bankers Association disapproves of any change or 
amendments at this time to Section 5219 U. S. R. S., in 
relation to the powers of states in the matter of taxation 
of the shares of the national banking associations. 


Upon motion, duly made and seconded, the resolution was 
adopted. 

Mr. SAnps: 

“Whereas, The banking business of this country, in order 
to take care of the ever-increasing demands of commerce 
and to encourage thrift amongst all classes, has resulted in 
the establishment of branches by the state chartered institu- 
tions in many sections of the country; and, 

“Whereas, National banks are not permitted to estab- 
lish or originate branches, but may acquire banks with 
branches already established and, by conversion, operate 
them as branches; and, 

“Whereas, In the advantage the state banks have in 
the matter of development of their business through the 
establishment of branches and by the facilities offered by 
membership in the Federal reserve system, there is grave 
danger that the national banking system will be disrupted 
or superseded by the state chartered institutions; and, 

“Whereas, It is the opinion of the members of the 
National Bank Division of the American Bankers Associa- 
tion that the national banking system has for more than 
fifty years fully justified its existence and that it is the 
duty of Congress to so amend the national bank act from 
time to time as will enable national banks to meet the needs 
of business and to reasonably meet the competition of the 
state chartered institutions; and, 

“Whereas, It is further the opinion of the members 
of the National Bank Division that branch banking as prac- 


ticed in certain foreign countries is not for the best inter- 
ests of all the people of the United States, but it would be 
entirely practicable and safe for national banks to manage 
and maintain branches within a feasonable radius from the 
head office: 


“Therefore, Be It Resolved, That the National Bank 
Division of the American Bankers Association requests the 
Congress of the United States to so amend the National 
Bank Act as to permit national banks to maintain and oper- 
ate branches within a prescribed radius from the head offices 
of such national banks in states in which state char- 
tered institutions are authorized to have branches; provided, 
the minimum capital of the parent bank shall be not less than 
that required under the National Bank Act were each branch 
and the head office separate institutions, and with such other 
restrictions and limitations as may be found expedient after 
a careful study of the situation by the banking committees 
of Congress.” 


CHAIRMAN: Gentlemen, you have heard the resolution as 
offered. 

Mr Newcomer: I move its adoption. 

CHAIRMAN: It has the true American ring, and it looks 
like the National Bank Division will have to take some 
stand or give away its birthright. Is there a second? 

The motion was seconded. 

CHAIRMAN: It is moved and seconded that the resolution 
be.adopted. Any discussion? 

Joun E. Wacner: I am president of the Park National 
Bank of Kansas City, Mo. I do not think there could be 
any serious objection to the resolution from the standpoint 
of fairness, but I do think every national banker should un- 
derstand the actual situation now. I think, if I am not mis- 
taken, that the Federal Reserve Act provides that a national 
bank may establish branches in any state in which the 
state law permits a state bank to exercise that right. I 
think we have that right under the national banking law now. 

Mr. SAnps: No, no. 

Mr. Wacner: I will have to be convinced. 

Mr. Sanps: I have the act here. You may look at it. 

CHAIRMAN: Of course we realize in Missouri—and 
I do not say that in a slang way—that under the Act of 
1915, no bank can open a branch. That act is so drastic 
that you cannot send an automobile for a payroll for fear 
it will-be construed as a bank. 

Mr. Wacner: I think a branch bank act is fundamentally 
wrong, that it is absolutely un-American, that it places an un- 
just power in the hands of those with the larger capital, and 
I am absolutely opposed to it, whether it is exercised by a 
state bank or a national bank. I would much prefer to see 
a resolution asking the repeal of all legislation permitting 
branch banks in any state in this Union. I know the effect 
of branch banks. I was stationed in England during the 
war, and came in contact with the men who had done and 
do reasonably large things, and the statement they invari- 
ably made to me was that it was utterly impossible to finance 
a new enterprise or to get a young man started in business 
because of the impossibility, not only during the war, but 
before the war, of securing the advantages and the backing 
of a branch bank. There were thirteen banks in England 
before the war, and there are six or seven banks there now, 
the consolidations having taken place during the war. I 
think if you want to see the advantage or the disadvantage 
of branch banks, you have only to go to Canada to see 
them, where they will send an application for a loan 500 or 
1,000 miles to headquarters if the loan happens to be over a 
certain given amount, I do not believe there is a nation 
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in the world that has received the advantages that the Amer- 
ican people have received from our banking institutions. 
Eighty-six per cent. of the bonds that were sold in our great 
war were sold over the counters of banks, and a majority 
were sold over the counters of what are known as suburban 
banks. I think we are entitled to the right to live. Per- 
sonally, I do not believe that any private, small bank, can 
long continue to exist in any state that permits branch bank- 
ing, because this is only the entering wedge. Gentlemen, it 
is just the entering wedge. In a short time there will be 
legislation such as that pending in Congress now, unless we 
watch every minute, which provides that a bank with a 
million dollars capital may establish at least twelve branches 
in the country where it is organized. And then what be- 
comes of the little suburban bank? There is no question that 
has come up in the last twenty-five years so fraught with 
danger to the small bank, to the individual banker, as the 
question of branch banks. We have not got a very large or 
representative audience to appeal to. It would have been 
much better if this question had come up when we could 
have had an expression of opinion of all the representatives 
of the banks in the United States, when we could have had a 
real expression of opinion. Personally, I am absolutely op- 
posed, and I cannot name a country banker but what is op- 
posed, to branch banks. I would suggest that we place that 
in some other form, Mr. Chairman—a resolution condemning 
branch banking, but requesting, if it be permitted, that the 
nationals be put on an equal footing in every state of the 
Union. 

CHAIRMAN: That is what the resolution says, as I un- 
derstand it. 

Mr. Sanps: That is exactly what the resolution says, not 
approving the general practice of branch banking at all. It 
says we oppose it as conducted in foreign countries, but in 
order to meet the competition and in order to save the 
national banking system, some action must be taken, for at 
present, as you all know, the national banking system is on 
the wane. ‘The great interests are consolidating and going 
under the state system. Cleveland is an example, gentle- 
men. I just talked to a man in the last few hours, who is 
connected with a bank that has seventeen branches in the 
state of California, and hopes in the next few months to 
have six more. And here is a national bank across the 
corner which cannot have any branches. A state chartered 
bank, with less capital, can go out here and take a con- 
venient location and take deposits. National banks must 
refrain from receiving deposits at any other place than 
headquarters. Our banks carry many Christmas savings 
accounts. In one instance men went around and collected 
Christmas savings from the clerks in different institutions, 
and some state bank heard of it and found fault, saying we 
had not any right to take deposits at any other place. 

Mr. Wacner: That is possibly what you are up against 
in California. 

Mr. Sanns: Every national bank is up against it. 

Mr. Wacner: I do think we should ask that we be per- 
mitted to have the same rights and privileges in states that 
permit branch banks. 

Mr. SAnps: That is just what the resolution says. 

Mr. Wacner: I wish you would read that resolution 
again, or that part of it. 

CHAIRMAN: The Resolutions Committee has been very 
careful in the preparation of the resolution, 


~ Mr. Sanps: The Resolutions Committee would like to see 
the national banking business conducted as it is today, but 
it is very much afraid it will not be very much longer, unless 
the laws are changed: 


“Therefore Be It Resolved, That the National Bank 
Division of the American Bankers Association requests 
the Congress of the United States to so amend the 
National Bank Act, as to permit national banks to maintain 
and operate branches within a prescribed radius from the 
head offices of such national banks in states in which state 
chartered institutions are authorized to have branches.” 


And then it goes on to provide not only that, but we shall 
keep our capital in proportion to the extent of the business. 
That is conservatism. 

A Voice: Read that provision again, please. 


Mr. SANDS: 

“Provided, the minimum capital of the parent bank shall 
not be less than that required under the National Bank Act 
were each branch and the head office separate institutions.” 

In other words, if you had four branches in a town 


where $200,000 is the minimum capital, you would have to 
have a million dollars of capital. 

Mr. WAGNER: That would certainly be a great advantage 
to the bank that has a million dollars capital. 

Mr. Sanps: You admit you ought to have it if your 
neighbor across the street has it? 

Mr. Wacner: I certainly do, and I would like to inquire 
why the Californians let them slip that legislation over in 
this state. 

Mr. Sanps: They have slipped over a very admirable 
state banking system in California, in my own opinion, and 
there is mighty little excuse for a national bank to exist in 
California, and why any of them exist I do not understand, 
and I do not believe they are going to live very much 
longer, because of the liberality of the state banking law, 
and also the safety of it. 

Mr. Wacner: It is actually in favor of those banks. 

Mr. SANpbs: I am not in competition with the state banks. 
I am not from California. I am from the old conservative 
state of Virginia, and we do not want branch banks, but we 
do say our neighbor across the street cannot have them 
unless we have a right to have them. 

Mr. WacNeER: Then let’s keep him from having it. 

Mr. Sanps: How are you going to do it? 

A. J. Frame: As many of you know, I have been upon 
the platform for a long time discussing this very important 
question. To my mind, there is not a question, of all the 
questions that are before the Association, that begins to com- 
pare with this subject under discussion. To my mind, if 
you pass a branch banking law in the United States, you 
make it practically universal. It will bring about a condition 
of affairs similar to what is over in Canada, and you know, 
without my repeating it, what troubles there are over in 
Canada, and their lack of progress and prosperity, such as 
enjoyed by the people of the United States. In Canada there 
are seventeen central banks and they have over 4,000 branches. 
Those seventeen central banks do nothing but simply skim the 
cream from the whole of Canada, and they have deadened 
human progress in Canada. In the United States we have 
got the most wonderful system that is on the face of God’s 
footstool. There is no nation that has made progréss equal to 
ours. It is because the banks that are located are simply indi- 
vidual banks, antt they are owned in that individual locality, 
and all the profits that are made by those institutions are 
distributed throughout the locality in which they are situated. 
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The consequence is that all the money that is made in those 
localities is distributed there and it fructifies and benefits and 
upbuilds those localities, the hamlets and the smaller cities. 
And when you upbuild the smaller cities and hamlets of the 
United States, you upbuild this nation as a whole. It is 
not a question of simply giving to a certain class of people 
the same privileges some other people enjoy. Under a state 
banking system such as in New York, you might as well 
say, because those banks in New York have that privilege, 
then we will change the whole system of the United States. 

What I want to see is the greatest prosperity in the 
United States. We have 25,000 or 30,000 banks in the United 
States, and every one of us in the country, who have been 
building up institutions for the last sixty years, as I have, 
know that branch banks would simply skim the cream from 
those localities. 

In Canada these branches practically pay no taxes. They 
might put a small amount of capital in those institutions, but 
they practically pay no taxes. 

One man goes around and he bosses fifteen or twenty 
of them. They take the deposits from those localities, and 
I want to say to you right here and now that practically 
none of those banks in Canada loan any money to farmers. 
I have been on the platform, as you know, for a long time, 
arguing that question, and I have in my bag over at the 
hotel at Pasadena two letters from a gentleman who was 
on a commission appointed by Canada to investigate this 
question as to the benefit of branch banks as against an 
independent banking system, as in the United States. But 
the report was practically pigeon-holed, and he said to me 
that every single statement I have made is practically cor- 
rect, and he upholds it with all the power at his command. 
He offered to come to the United States to appear before 
the United States Senate and discuss the question if it was 
necesSary at any time. 

I have prepared an article which I call “The Branch 
Bank Menace.” JI gave this before the State Division 
a few days ago, and was not present when your Association 
passed your resolutions. I regret that I was not here, and 
I regret there are only twenty-five or thirty people here now. 
If there were more, I haven’t any doubt what the result 
would be. Mr. McDougal, of Buffalo, who is chairman of 
the Committee over there, is chairman of the State Bank 
Section, and he made the comment that he had no doubt 
that 95 per cent. of the bankers in the United States are 
against branch banking in any form. I want to give you 
a few of my reasons why this is a serious’ menace, if you 
will allow me the time. May I have a little while longer? 

CHAIRMAN: Mr. Frame, I may say this: Of course, 
all of us young men are interested in this, but the real 
issue here is not the banking of the United States. It is 
just a resolution as to the discrimination in favor of the 
state banks and against the national banks. If you will be 
kind enough to confine your argument to that, I think we 
will make progress. 

A Voice: I suggest the gentleman be given five minutes. 

Mr. Frame: I can hardly give you the whole matter 
in five minutes. The reasons for these bills in the United 
States are that New York and some other states permit 
branches largely limited to the cities, but these branches are 
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increasing. Such a growth is sure to eat out the vitals 
of the independent banks by slow degrees. Chafing under 
restrictions, the advocates of monopoly are quietly working 
to open the door wide. If it is a slow poison that is eating 
out the life of the independent banking system in a few 
states, is that a sound reason for applying this system to 
the great national banking system? If the system is good, 
why do most°of the states prohibit branch banking in toto? 
Wisconsin prohibited it some eighteen years ago, leaving 
ten branches then in existence, and now she is quoted 
as permitting it. Illinois, in passing a good law a few years 
ago, to cut out her mushroom banks, incorporated a provi- 
sion against branch banking under her state laws. Indiana, 
at its last session passed a law making it a misdemeanor 
and subject to penalties. New Jersey passed a law some 
years ago permitting branch banking. At once the big 
fish began to eat up the little ones. Bankers became aroused 
and a repeal bill was passed over the veto of the governor. 
At the late session of the legislature an effort was again 
made to pass another bill permitting branch banking, but it 
was signally defeated. These facts should inspire the states 
permitting branch banking in any form to expunge the 
inequitable special legislation from their statutes. I would 
like to have the gentleman who spoke a few moments ago 
take that question under consideration. Let us also repeal 
the methods lately resorted to, to monopolize our beneficent 
national banking system, and thus preserve their fructifying 
influences for the promotion of the greatest ‘good to the 
greatest number. May the banking journals of the country, 
whose exigencies are also imperiled, continue to pursue 
their usefulness. General branch banking would eliminate 
our State Bank Comptroller offices and our state bankers 
associations. It would practically eliminate our millions 
of stockholders in the independent banks of the country. 
But those are minor matters compared to the wonderful 
uplift of the nation at large through 30,000 independent banks 
whose fructifying influences have breathed the breath of eco- 
nomic life throughout the rural communities, the hamlets and 
cities of our nation. If we upbuild the farms and hamlets, 
prosperity of the great cities and nation at large is sure 
to follow. Skim the cream from the farms and the hamlets, 
and the palsying effects are inevitable. 

I want to illustrate. Waukesha has a population of 12,500, 
and three independent banks. About 2,500 people are em- 
ployed in manufacturing industries, largely upbuilt through 
the efforts of bank officials. Waukesha County blossoms as 
the greatest pure-bred cattle county of America, largely 
encouraged by the officials of twenty banks in the county. 
Some $50,000 of profits at 6 per cent. on capital employed, 
and say $25,000 in taxes would be lost to our city under 
the Canadian branch bank plan. $75,000 per year saved to 
Waukesha makes $1,500,000 in twenty years. In 1916 I ad- 
dressed the State Bankers Association of Colorado at Denver, 
and made a like comparison, which then would skim from 
Denver $1,250,000 per annum and $25,000,000 in twenty 
years. 

Apply these illustrations to the hamlets and small cities 
of the nation; apply them to Atlanta, New Orleans, Los 
Angeles, Seattle, St. Paul, Minneapolis, Milwaukee, Detroit, 


~ 


~ 


November, 1921 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 403 


Buffalo and other cities of that character, and may we not 
well ponder whether it is not better to retain our proved 
wonderful democratic system, which broadens our whole na- 
tion. 

Perhaps I better close, because I am perhaps overstepping 
the lines where I consistently ought to speak now. Under 
the original Bank Act of 1863—and I have been in the 
banking business all my life, for sixty years—there were four 
or five banks that were allowed branches. One in California 
was allowed three or four, and there was a great discussion 
at that time as to whether it should continue or not; whether 
to grant any more. It was denied, and I think every single 
one of the Comptrollers of the Currency from that time up 
to the time of John Skelton Williams, have denied the right 
to grant charters to national banks, charters for branches. 
Mr. Williams allowed about sixty of them in ten states, and 
more of them have been organized lately. If that is to 
continue, I have no question but what it is purely an entering 
wedge, which, if continued, will eat up the independent 
banking system of the United States. 

I will say that any bank where we have got our deposits 
that continues to do business and begins to run the branch 
banking proposition loses our account immediately. I do 
not feel we can feed the hand that smites us. If you want 
to retain the most magnificent prosperity of the people of 
the United States, you will maintain your independent bank- 
ing system, and you will keep your profits at home. Gentle- 
men, I thank you for your attention. 

CHAIRMAN: Is there any further discussion on the 
resolution ? 

Mr. FraME: I absolutely spoke to the resolution. 

Mr. Latra: Being one of the men on this committee, I 
would like to say just a few words, as regards the basis 
of thought which led to this resolution. The gentleman 
who has just spoken is one of the leaders in American bank- 
ing, and one for whom we always have the highest respect. 

CHAIRMAN: We are always glad to hear from him. 

Mr. Latra: And in fact, about ninety-nine out of one hun- 
dred words of what he said, we all subscribe to; but, if I may 
be permitted to say so, they were not along the line, it seems 
to me, that we are talking about. So far as I am concerned, 
I never want to see branch banking in the United States, 
as branch banking is generally understood—branch banking 
as conducted in European countries or in Canada. All that 
I ask for is that the national banker in cities in states where 
state banks are permitted to have branches, be able to do 
business on equal terms with them. 

Now, to bring this down to a little more concrete illus- 
tration, the most of my banking experience as a young man 
was in Michigan. In Michigan the law is absolutely silent, 
or was at that time, in regard to branch banks. They were 
not mentioned in any way, shape or manner. However, they 
started into establish branches, but no branch banks were 
started or permitted outside of the corporate limits in which 
were located the parent banks. Today, in the City of Detroit, 
I don’t know how many branch banks there are, but we 
do know there are a number of very large and strong, well 
conducted, ably managed financial institutions which have 
branches running in number from perhaps four or five to 


fifteen or twenty or more. Now, what are those branches? 
Those branches are but an evidence of service for local 
convenience for the purpose of depositing and checking, the 
general management of which is in the downtown bank, 
where constant communication by telephone or messenger 
is available, and where, unless the system has changed ma- 
terially since I knew about it, all of the important matters 
are handled. Now to continue that thought for one moment, 
what did the national banks do down there? The result 
has been that the state banks in Michigan, unless I am very 
much mistaken, far exceed in total resources the national 
banks, and the largest bank in Michigan, and one of the 
largest banks in the Middle West, is the State Bank of 
the City of Detroit. The national banks, in order to get 
around the thing and have some sort of a show to do business, 
are acquiring control here and there of a savings bank, in 
order to take advantage of the facilities by having that 
savings bank, which itself can have some branches. 

Now in Minnesota, so far as we are concerned, this does 
not affect us one way or the other. There are no branch 
banks in the State of Minnesota. They are only individual 
banks. But what have we got there? We have got a law 
to permit a state bank to be organized in Minneapolis, of 
over 400,000 population, with $25,000 capital. Now we have 
not been able to raise that limit. We can not control that 
legislature. We have a hard time always to get any move 
through that legislature which concerns safe and sound 
management of banks. Would it not be far better in 
Minneapolis to have the privilege, provided the state banks 
get to the point where they have branches, to establish 
branches out around the city to take care of the savings 
of the people and to handle the requirements of those sub- 
urban communities that are part of the city? We have 
today over fifty banks in Minneapolis, and a large number 
of them have only $25,000 capital and another considerable 
number $50,000. No one is more desirous than I of seeing 
conservative, sound, careful management for all the national 
banks. And when the chairman of this committee and the 
other gentlemen were fixing up this resolution, we thought 
if we could confine this thing to a point where it was neces- 
sary to have these branches to enable the national banks 
to do business, but make those national banks put up $200,000 
as additional capital for every branch organized, we were 
on safe lines. (Applause.) 

CHAIRMAN: Are you ready for the question? 

Mr. GrirFiInc (Danbury, Conn.): Connecticut does not 
permit branch banking. Therefore I am not speaking for 
the interests of national banks in Connecticut, but it seems 
to me this is a pretty serious question to be decided for 
all the national banks by a party of twenty-five without any 
further discussion than we have had here. 

Mr. WacNeER: If you will pardon me just a minute, this 
question came up in the General Committee of the American 
Bankers Association, and they have passed a resolution in 
favor of branch banking. Later, showing discretion and good 
judgment, they withdrew the resolution. Mr. Chairman, I 
move the rejection of the resolution. 

A Voice: Second the motion. 

Mr. Latta: May I speak as to the attitude, as I under- 
stand it, of that committee? 

CHAIRMAN: Yes, sir. 
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Mr. SANps: You very well know, gentlemen of the na- 
tional banks of this country, that the small state banks 
dominate the action of whatever occurs on the convention 
floor of the American Bankers Association. 

The influence of the small state banks is overwhelmingly 
great. Those of us who have been acting on the committee 
of the Association know that very well. It was for that 
reason that this National Bank Division came into being, 
and I had something to do with that, and it was in recog- 
nition of that fact. Now, if the national bankers of this 
country, the only organization it has, that is, the National 
Bank Division of the American Bankers Association, are 
not going to speak for the national banks of this country, 
are we going to align ourselves with the interests of our 
competitors? We might just follow in the wake of some of 
these other large national banks, and we will have to do it, 
and go into a state bank under the trust company system. 
Gentlemen, it is a question of life or death, I believe, for 
the national banking system, unless Congress gives the na- 
tional banks some rights and privileges that will enable them 
to meet these questions where they are a live issue. They 
are live issues in California, in Virginia, and in other states, 
where the state banks are establishing branches. They are 
surrounding us; they are putting in offices in every drug 
store and corner grocery store. Mr. Frame’s argument about 
prosperity does not apply or amount to anything, if you 
will go over this country. I have just traveled through 
Canada, and if it has been killed by the banking system, 
it is a funny looking corpse to me; and it is funny if Detroit 
has been killed by the Michigan banking system,-or Los 
Angeles, or other cities where they have it, because I say 
they are unusual looking corpses. 

Mr. Lowsty (Santa Barbara, Calif.): Mr. Chairman, 
from the people I have talked with, being a Californian, and 
from a national bank, it seems to me the branch banking 
should be confined to the corporate limits of the city. I 
think a great many of our national bankers agree with that 
point. Now there is some way we can get this into this 
resolution. Why not have it done exactly as we feel, regard- 
less of the laws that have been passed allowing the state 
banks to cover all this territory? Why not put in an 
amendment to this resolution, something of this kind, that 
this National Bank Division of the American Bankers Asso- 
ciation is opposed to branch banks, except where the branches 
are located within the corporate limits of the city? 

CHAIRMAN: It says that now. 

Mr. Lowsty: Just for your information— 

CHAIRMAN: I am sorry Mr. McDougal, who is chairman 
of the State Bank Section, is not here. In a meeting of the 
Administrative Committee, held in Chicago the latter part 
of June, Mr. McKee, the president of our Division, called 
my attention to some correspondence, that is, some one-way 
correspondence. He wrote some letters to Mr. McDougal, 
to try to get him to carry out an agreement that was made 
previously at the Executive Council. For some reason 
Mr. McDougal did not answer this correspondence, and 
when I met with him in Chicago I said, “I told Mr. McKee 
that absences from the city perhaps had prevented you from 
answering, but on behalf of the national banks, unless we 
can come to some agreement, I am ready to go to the mat 
with you.” He told me his absence from the city had pre- 
vented it, but that he would agree to the following resolution: 
“Tt is resolved that the Administrative Committee recommend 
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to the Executive Council, for recommendation at the con- 
vention, that national banks in cities of 100,000 or over, 
have the same rights to establish branches in the same city 
that are possessed by state banks.” And at a meeting, repre- 
sented by all the Sections, including the state banks, trust 
departments and all of the Legislative Council, in June, 
this resolution was passed unanimously, and Mr. McDougal, 
president of the state banks, voted for it. The issue is not 
all as to branch banks in this country; it is more of equaliza- 
tion. Now when bankers get into trouble on taxation, the 
first thing they are looking for, even before a lawyer, is to 
get before some board of equalization. Now this resolution 
is intended to form a board of equalization; that is, national 
banks do not want to be discriminated against. At the 
meeting of the Administrative Council here in Los Angeles 
Monday night, the minutes were read of this meeting of 
June, and this same resolution was re-read and the minutes 
were adopted unanimously. Mr. McDougal was representing 
the state bankers. It seems, though, in some of their delib- 
erations, that this question broke out again with the idea 
that national banks, if they could be discriminated against, 
should be. But this question has simply reached a stage 
where we are fighting for our life. Our back is against the 
wall, and it is our birthright that we have to preserve. Now 
when the matter was referred to the Executive Council it 
was passed by a_ large vote, although after politics 
got to running high and some threatened to leave the fold 
of the American Bankers Association, men up in line, for 
the sake of peace and harmony, went off into the realms of 
the constitution and said each section had its own right 
to do as it pleased, and therefore the national banks could 
do what they please. And there is a motion here before 
us now, and it is just a question of, do we want to give 
away our birthright, or do we want it taken from us? As 
far as branch banks are concerned, I think a banker does 
more to stay in one city, and stay there permanently. As 
I told you, the laws in our state are very drastic against 
it. But it is a question of discrimination, giving the state 
banks an advantage over the national banks. Now I am 
told by men of the same age as Mr. Frame—no doubt he can 
correct me if I am wrong—at the beginning of this Federal 
Reserve Commission, when the Senate was talking about 
limiting membership in the Federal reserve system to na- 
tional banks, the National Bank Section was strong enough 
to stand up and say, “No, we don’t want any extra advan- 
tage over the other banks; let’s bring in the state banks; 
let them all come in.” And that was done. And yet, in 
the deliberations of the state banks, they want some ad- 
vantage over us, and that is why we are discussing that this 
afternoon. 

Mr. FRAME: You are speaking about the State Bank 
Section. Do you know the resolution they passed yesterday? 

CHAIRMAN: No sir, I never heard of it. 

Mr. FrAME: They unanimously passed a_ resolution 
against branch banking in any form, unequivocally, using 
even stronger language than I have used. I was present 
when it was done, and I had a part in the discussion. 

A Voice: Mr. Chairman, I believe in this state the ma- 
jority of the state banks are opposed to branches. 

CHAIRMAN: I should think that was right. 

Tue Voice: As long as that is true, I don’t see why 
that Division could not work with this Division, and both 
meet the issue right now before it gets started. 
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CHAIRMAN: What was the suggestion you made as to 
this resolution? 

Mr. Lowsty: Mr. Chairman, the suggestion I made was 


that this be confined to the corporate limits of the city. 
Now the resolution says a zone. If that is changed so there 
will be no question about it, to the corporate limits of the 
city, it may be effective. 

Mr. Sanps: It says, “within a reasonable radius from 
the head office.” 

Mr. Lowsty: In Los Angeles today there is a discussion 
going on, between the bankers of California, whether a 
certain bank shall stay north of a certain line, and others 
stay south. They are discussing that today. Now let us 
confine it to the city limits. 

CHAIRMAN: You would amend, leaving out the wording 
about 100,000. Then they might ask what size city? 

Mr. Lowsty: That is perfectly agreeable to me. 

CHAIRMAN: That might be vague. 

Mr. Lowsty: That is perfectly agreeable to me. 

GeorcE R. Ropcers: I happen to be from Buffalo. I 
would like to know why Mr. McDougal does not practice 
what he preaches. He has at least-seven branches on Main 
Street, in a radius of four miles, and cutting into the national 
banks, with double the deposits. I am quite surprised at the 
attitude he has taken at the convention. 

CHAIRMAN: Will this amendment be accepted to the 
resolution ? 

Mr. Lowsty: Can’t this be fixed to that extent? I think 
we are all agreeable to that. 

Mr. Sanps: You want it confined within the city? 

Mr. Lowsty: The corporate limits of the city in which 
the parent bank is located. 

Mr. Ropcers: The state will take care of that. 

Mr. Lowsty: In this state we have a branch bank 400 
miles each way from the main office. 

Mr. Sanps: That is true, but if the state bank has that 
permission, ought not the national bank have it? ; 

Mr. Lowsty: No, I think we ought to say just what we 
feel is the correct thing, regardless of that. 

CHAIRMAN: Yes, I believe so. Well, can you gentlemen 
on the Resolutions Committee in some way blend that, so 
we can vote on it? 

Mr. Sanps: I will call the gentleman’s attention to this 
one phrase of the resolution, which covers all that: “Such 
other restrictions and limitations as may be found expedient 
after a careful study of the situation by the banking com- 
mittees of Congress.” That is a sort of omnibus saving 
clause. We are not for any plan presented to Congress, but 
we want them to safeguard it in every possible way. 

Mr. Newcomer: Mr. President, Mr. Sands’ omnibus 
clause safeguarding it may be all right for working it out, 
but it is quite apparent in this assembly there are several 
who are not agreeing to an omnibus clause which may be 
taken one way or the other. I think the point is very well 
made, that we should confine it to the limits of the city in 
which the parent bank is located. 

Mr. WAGNER: Mr. Chairman, I object to that. I anrin 
a city of over 100,000, in a state which has a mean legislature. 

CHAIRMAN: We cannot regulate the legislature. 

Mr. WaGNER: We can regulate our own action. I take 
the position this is just merely an entering wedge, and we 
will have to fight eternally if we consent to branch banks. 
I would offer a resolution of this kind, stating we are abso- 


lutely opposed to the principle of branch banking, but in 
those states where the legislatures have foolishly given per- 
mission to the state banks, then we demand the same right for 
the national banks, until such time as the state legislation is 
repealed. I put that as an amendment. 

CHAIRMAN: I think we will have the resolution corrected 
in a little while, where we can all get it. Just give the chair- 
man an opportunity to get that, and we will read it, and 
see if we cannot blend our minds and keep these state 
banks from taking our birthright from us. Are you ready. 

Mr. SAnns: Now the resolution is: “Resolved that the 
National Bank Division of the American Bankers Associa- 
tion requests the Congress of the United States to so amend 
the National Bank Act as to permit national banks to main- 
tain and operate branches within the corporate limits of the 
cities in which the head offices of such national banks are 
located, to be confined, however, to states in which state 
chartered institutions are authorized to have branches.” 

Mr. WaGNER: Would it not be well to say “in cities of 
100,000 population or over”? Do you not want that in there? 

Mr. Sanpns: I am afraid that is class legislation. 


Mr. WAGNER: That is what the bills are before Congress 
now? 
Mr. Sanps: I do not think we can give one national 


bank a right that we can not give them all under similar 
circumstances. It would not be constitutional. 

Mr. Wacner: If you are in towns of 100,000, they will 
stick a big branch right beside you and tell you to get to 
hell out of there, just the same as they are doing in Los 
Angeles. 

CHAIRMAN: Gentlemen, in order to get an expression 
from everybody if you will excuse the informality of it, we 
will take an informal vote as to whether it be safeguarded 
at 100,000 or just the corporate limits. 

Mr. Wacner: I made a motion a while ago that the 
resolution be tabled, and it was seconded, Mr. Chairman. I 
desire a vote on that. 

CHAIRMAN: Gentlemen, you have heard the motion that 
the resolution be tabled. Are you ready for the question? 

Mr. Lowsty: Mr. Chairman— 

Mr..NEwcoMER: That is not debatable. 
there. 

CHAIRMAN: Those in favor of tabling the resolution, 
say aye; those opposed, no. I suppose, gentlemen, you con- 
cede the “noes” have it, unless you call for a rising vote. 

Mr. Wacner: Well, let’s call for a rising vote, and 
let’s count noses. 

CHAIRMAN: Those who want to table the resolution will 
vote by standing. 

Five delegates arose. 

CHAIRMAN: Those opposed to tabling it, vote by standing. 

Fourteen delegates arose. 


A point of order 


CHAIRMAN: I suppose that disposes of that point. 
Mr. WacGneER: That is conclusive, Mr. Chairman. 
CHAIRMAN: Now, we will go back and vote on the 


original motion. Of course the original motion has been 
changed, so I will ask that it be read. 

Mr. SANDS: 

“Therefore, Be It Resolved That the National Bank Divi- 
sion of the American Bankers Association requests the Con- 
gress of the United States to so amend the National Bank 
Act as to permit national banks to maintain and operate 
branches within the corporate limits of the cities in which 
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the head offices of such national banks are located, to be con- 
fined, however, to states in which state chartered institutions 
are authorized to have branches.” Those are the changes. 

Mr. WacnER: What does it say there about being opposed 
to branch banks, at the start of it? 

Mr. Sanns: “That branch banking as practiced in certain 
foreign countries is not for the best interests of all the people 
of the United States.” 

Mr. Wacner: Why not say branch banks are not for 
the best interests, and leave out the rest of it? 1 am willing 
to accept that. 

Mr. Sanps: It would be useless to condemn the branch 
bank system and then ask for the privilege of having it. 

CHAIRMAN: Gentlemen, you have heard the resolution as 
it has been corrected and read by the chairman of the Reso- 
lutions Committee. Are you ready for the question? 

The question on the adoption of the resolution was put 
by the chairman, and declared carried. 

Mr. Sanps: Gentlemen, there is one other resolution 
to be presented, which I am sure there will be no debate upon. 

CHAIRMAN: I want to thank you, gentlemen, for the 
patience of those who have contributed the necessary data 
and helped to put the matter in shape. 

Mr. SAnps: 

“Upon the members of the National Bank Division, the 
convention just closing has created a distinctly pleasing im- 
pression. To the bankers and the City of Los Angeles, and 
to the California Bankers Association, the Division tenders 
its heartfelt thanks for the untiring efforts they so generously 
gave to make possible the gratifying results obtained. 

“The Division acknowledges with deep appreciation the 
benefits of the masterly addresses it has been the privilege 
of its members to hear. It pays tribute to Dr. James A. 
Francis for the warmth of the spirit of his invocation, and 
is profoundly grateful for his service. 

“To Hon. D. R. Crissinger, Comptroller of the Currency, 
the members of the Division are indebted for his clear and 
forceful exposition of the principles which should actuate 
every banker in the United States. His able analysis of 
financial conditions, both at home and abroad, reflects the 
character of thought he has given to this subject. Also 
his declaration of his conception of the administration of 
the high office which he holds and the tangible evidences he 
has given in confirmation of his belief, prompt the National 
Bank Division to commend his administration as able and 
effective and to pledge its support to him in the continuation 
of a safe and sound policy. 

“To the other speakers, H. C. Carr, Hon. H. M. Robinson 
and Dr. Tully C. Knoles, all of California, the Division 
expresses its hearty thanks for the pleasing, the helpful and 
the enlightening messages they brought. To them the Divi- 
sion gives the assurance that their services this week to 
the national bankers will ever be a source of happy recollec- 
tion. 

“The Division as a whole, and its members individually, 
express their regret that the president, Henry H. McKee, 
is detained at his home on other important business matters. 
Mr. McKee’s worth to the Division is a matter of common 
knowledge, and the constant and untiring efforts he has 
given to the Association and the Division, and the splendid 
results his cheerful work has produced, are monuments to 
the constructive, intelligent and faithful service he has 
given.” 


CHAIRMAN: Gentlemen, you have heard the resolution 
as presented. If I may be allowed, I would make this sug- 
gestion, that Mr. McKee’s service to this Division continues 
to be of value. He is working today, while we are out here 
on business, and partly a junketing trip—he is in the shadow 
of the capital, protecting interests not only of this National 
Bank Division, but the whole Association. While a tribute 
like this is deserved, if it goes in the United States mail it 
will be too slow. If the committee will see to wiring it to 
him tonight, it will be more in order. 

Upon motion duly made and séconded the resolution last 
presented was adopted. 

Mr. SANpbs: I take it the telegram should contain con- 
gratulations or confidence, or whatever it may be, or regret 
at his absence. 

CHAIRMAN: We will incorporate that, if there is no 
objection. 

Gentlemen, the next order of business is the report of 
the Committee on Nominations. 

Mr. Hovey: Mr. Chairman, I have the pleasure of pre- 
senting the following nominations: For President, John G. 
Lonsdale, President of the National Bank of Commerce, St. 
Louis, Missouri. 

CHAIRMAN: Gentlemen, I will have to be like the girl 
that has been proposed to—it is so sudden. I will have to 
ask some one to take the chair. Mr. Sands, will you take 
the chair? 

(Mr. Sands took the chair.) 

Mr. Hovey: For Vice-President, Waldo Newcomer, 
President of the National Exchange Bank of Baltimore; for 
member of the Executive Committee, Second Federal Re- 
serve District, Percy H. Johnston, president of the Chemical 
National Bank, New York; Fourth Federal Reserve District, 
W. C. Wilkinson, President of the Farmers and Merchants 
National Bank, Charlotte, N. C.; Seventh Federal Reserve 
District, John Fletcher, Vice-President of the Fort Dearborn 
National Bank, Chicago; Twelfth Federal Reserve District, 
C. J. Lord, President of the Capitol National Bank of Olym- 
pia, Washington. 

Mr. Chairman, I move the adoption of the report, and 
ask that the Secretary be instructed to cast the unanimous 
ballot of the Division for the gentlemen named. 

The motion was duly seconded, put by Mr. Sands, acting 
as chairman, and unanimously carried. 

Mr. Sannos: The new president will please come for- 
ward. Mr. President, you have done got a position. Do 
you know the definition of “position”? The latest definition 
I have heard of “position” is this—and yours is entirely un- 
like that, I want to say, in the beginning. A negro met his 
friend and said, “John, I done got a position.” He says, 
“Nigger, you got a job; you ain’t got no position.” He says, 
“Oh, I have got a position.” He says, “What is the differ- 
ence between a position and a job?” He says, “Position is 
one where you have got a whole lot of folks under you, 
and a job is just where you are working for somebody else.” 
“Well,” he says, “What kind of thing is this you have got 
that you call a position?” He says, “Well, I am cutting grass 
in a graveyard.” 

Now, Mr. President, you are not cutting grass in a grave- 
yard. You are cutting grass in a very live institution, and 
one, in my opinion, which can be made of a great deal more 
influence and value even than it is, and I believe that you 
will build on the foundation which has been established and 
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make it of greater usefulness. I take great pleasure in 
presenting the gavel to you. 

PRESIDENT LonspALE: Mr. Sands and gentlemen: As I 
look back, I think I have never accomplished anything alone. 
It has always been with the help of some one else: The con- 
tinued forward movement of this National Bank Section 
will depend much on your helpfulness. I thank you. With- 
out going off into the realms of a doctor of philosophy, Mr. 
Newcomer, I might say this, that you have helped and 
sustained and maintained this badge better than anyone, 
and I think you are entitled to wear it, sir (pinning badge 
on Mr. Newcomer.) 

Mr. Newcomer: I appreciate very highly the compliment 
and the honor you have conferred upon me. I realize that 
with that honor comes responsibility. I can only say to you 
I will do my best. It will be a pleasure to do anything for 
the American Bankers Association or this Division, and even 
if the American Bankers Association and this Division did 
not exist, it would still be a pleasure to cooperate and help 
my good friend, Colonel Lonsdale, for I look upon my ac- 
quaintance with him as one of the most valuable things I 
have derived from coming to these conventions and being 
associated with this body. I thank-you. (Applause.) 

Mr. Ropcers: I move that a copy of this resolution be 
forwarded to Senator Calder, and Congress, to show that we 
want their cooperation on this national bank law. 

The motion was carried and the meeting adjourned. 


Report of the Committee on Membership 
GEORGE H. KENNEDY, Chairman 


Your Committee on Membership is continuously mindful 
of the importance of its assignment. It realizes that any or- 
ganization seeking to maintain and to enlarge its sphere of 
usefulness must look steadily to the character and the numeri- 
cal strength of its membership. Your committee feels that a 
proper presentation of the advantages offered by the Associa- 
tion and the National Bank Division thereof should appeal to 
many banks not now enrolled, and with this in mind it entered 
upon its work and the number of subscriptions gathered from 
the ever-narrowing field of non-members gives confirmation 
to this belief. 

Early in the year your committee dispatched to all non- 
members letters explaining the benefits of membership and 
pointing out to them the helpful influences that could be yielded 
by such an organization as would result if all the eligible banks 
should join the Association and unite in its efforts to carry to 
the public at large a clearer understanding of banking prac- 
tices. Later, the several members of your Executive Commit- 
tee, some of them working through the state vice-presidents in 
their districts, called the attention of non-members to the ac- 
complishments of the Association and also to its possibilities, 
and urged enrollment. Likewise, from our Washington office 
each week letters of invitation have been sent to the newly 
chartered banks. Your committee, too, has during the entire 


year conducted campaign in particular sections of the United 
States with varying results. 

No efforts were made to credit each agency with the exact 
number of subscriptions for which it is responsible, but for 
information it may be said that the division with 6,995 mem- 
bers one year ago has grown to an organization of 7,112 banks. 
The increase of 117, however, does not reflect the entire activi- 
ties and attainments of your committee. Some memberships 
were lost through lapses, while others were withdrawn by rea- 
son of conversions and consolidations, and the number given 
above is the net gain, and although there are still several hun- 
dred banks outside the organization the results of the work for 
the year are very gratifying and are respectfully submitted. 


Report of the Committee on State Legislation 
T. R. PRESTON, Chairman 


Probably the most important law enacted within the past 
year by any of the states is the one by the state of Pennsyl- 
vania restricting the appointment of national banks as trustees 
or in fiduciary capacities. The courts of the state have con- 
strued that a national bank in that state could not act in that 
capacity. We do not, however, go into detail in this matter, as 
we understand it will be covered by a separate report. It is a 
very serious matter for national banks that operate a trust de- 
partment, and a similar law may be energetically pushed in 
other states. 

In Illinois a law was passed providing that robbery com- - 
mitted by persons armed with deadly weapons would be pun- 
ished by imprisonment of not less than twenty-five years, and 
in some instances by death. 

A number of states have passed bills providing severe penal- 
ties for false or derogatory reports concerning banks. The 
state of Indiana has probably passed the most comprehensive 
measure on this subject. 

The state of Minnesota passed a law permitting national 
banks having trust departments to deposit approved securities 
with the Superintendent of State Banks in lieu of executing 
surety bonds. 

The state of North Carolina passed a law requiring deposi- 
tors to notify banks within sixty days of the discovery of a 
forgery; otherwise the bank would not be liable. 

The state of North Dakota passed a law prohibiting banks 
from accepting renewal notes without cancelling the old one, 
unless the following words be written across the face of the 
renewal: ‘Renewed note.” 

The legislature of Tennessee passed a law permitting banks 
and others to charge a contract rate of interest not in excess 
of 8 per cent, the legal rate remaining 6 per cent. 

Both Wisconsin and New Mexico passed a law permitting 
national banks to act as executors or administrators, and de- 
fining their duties. 

The states of North Dakota, South Dakota, Kansas, Missis- 
sippi, Washington, Oklahoma and Texas have all within recent 
years passed a law guaranteeing deposits in state banks. Simi- 
lar measures were introduced in the past year in a number of 
states, but none of them became a law. There is yet consider- 
able agitation, especially among the smaller banks, not only for 
states to pass laws guaranteeing deposits, but for the United 
States government to do likewise, but the majority opinion is 
against such measures as unwise, unnecessary and dangerous. 
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Proceedings of the Fifth Annual Meeting 


First Session 


Monpay, Ocroser 3 


OX POPULI was the keynote of the Fifth Annual Meet- 
V ing of the State Bank Division of the American Bankers 

Association held at Los Angeles Monday, October 3, and 
Wednesday, October 5. The program contained only two for- 
mal addresses. The committee reports were short and to the 
point. Spontaneous discussion of timely topics was free and 
full. 

The proceedings of the first session Monday afternoon, 
October 3, were prefaced by an impressive invocation offered 
by the Rev. Robert Freeman, D. D., of Pasadena. 

“The Star Spangled Banner” was then sung by the large 
audience in attendance under the leadership of Dr. Freeman, 
in a manner that demonstrated the solid Americanism for 
which state bankers are famous. Dr. Freeman was formerly 
pastor of a church in Buffalo at which President E. C. 
McDougal of the State Bank Division was a member. Per- 
haps the presence of his former pastor may have added some- 
what to the forceful and fearless manner of speaking for 
which Mr. McDougal is noted. Such qualities were certainly 
manifested in the president’s address, which follows: 


Address of the President 
ELLIOTT C. McCDOUGAL 


To the other officers of this Association I leave discussion 
of its own work. I present a subject compared to which all 
other domestic problems sink to insignificance. That subject 
is “Reduction of Government Expenditures and Taxation.” 
On its proper and prompt solution by Congress depend the 
commercial life and health of the nation. Do not forget that 
of these two reductions the more important, and the one 
absolutely necessary, is reduction of government expendi- 
tures. That accomplished, reduction of taxation follows as 
a matter of course. 

Congress is ignorantly or wilfully blind. That more than 
a small minority could be ignorant of what the nation knows 
and wants is inconceivable. That for political or other 
reasons a majority of Congress wilfully might sacrifice the 
best interests of the nation is unfortunately highly con- 
ceivable. 

The Republican party sacredly is pledged to real reduction 
of government expenditures and government taxation. No 
halfway measure will satisfy that pledge. Let no member 
of Congress think that the nation is not fully aware that 
many of his colleagues are hoping by delay and camouflage 
to obscure the main issue, deliberately to evade fulfilment. 

Last spring, when Congress convened, its members surely 
knew that the nation expected immediate action towards 
prompt and real reduction of government expenditures and 
government taxation. We have had neither. Action was 
not prompt. Reduction is not real. Both the Senate bill 
and the House bill contain camouflage. Both Senate and 
House know that neither bill fulfils the sacred pledge of 
the Republican platform. 

While Congress delays business perishes. Unless Con- 
gress acts at once many men who otherwise would work will 
be idle this winter. Women and children will be cold and 
hungry. Unemployment conferences will be futile. Until 
taxation be fixed no good business man dare plan for the 


future. Even when fixed, no banker who is fit to be trusted 
with other people’s money dare risk that money by lending 
it to business men so heavily taxed that they cannot prosper. 
If business men cannot borrow they cannot pay wages and 
must close their shops and warehouses, or, at the very best, 
do less business and employ fewer men, and pay them lower 
wages. 

One specious excuse for delay is that the tariff bill should 
have the right of way. As a matter of fact, intelligent 
leaders in Congress must know that so long as domestic trade 
and manufactures are in a state of flux, and until they 
become stabilized, to say nothing of foreign trade, it will 
be practically impossible for human wisdom to frame any 
tariff law that will not be out of date soon after it is printed. 
Under such conditions the only sane course is to do nothing. 

. Even were that not so, we never can expect to build 
up a permanent foreign trade on the principle that we will 
sell and not buy. We must exchange goods for goods, the 
balance only to be settled in cash or securities. The less 
the balance of trade for or against either of two nations 
trading with each other, the more nearly the value of goods 
that they ship each other agrees, the better for both. 

Even were it possible to draft a proper tariff bill, even 
were it possible as a rule to build up a permanent foreign 
trade on the basis that we will sell, but not buy, how can 
that be done today? Europe owes us, say, $10,000,000,000. It 
cannot pay the principal either in cash or in goods. For 
years it cannot hope to pay even the interest in cash, but 
might be able to pay in goods. If we shut out these goods 
by a high tariff we lose about $500,000,000 per annum in 
interest, and risk a loss of the entire $10,000,000,000 of 
principal. Nations must live on production and trade. If 
they do not produce and trade they will become bankrupt. 
If they become bankrupt they cannot pay us. 

The loss of all or part of $10,000,000,000 principal and 
$500,000,000 of interest a year would not be the only loss. 
A high tariff now. would shut out imports, and reduce govern- 
ment revenue, rather than increase it. That is so plainly 
the A B C of tariff principles, invariably confirmed by 
actual experience, that it needs no argument. What the 
government would lose in this manner must be added to our 
domestic taxes. Cutting down imports from any country 
naturally also would cut down exports to that country. Our 
exporters would lose profits, their employees would lose 
wages, the government would lose revenue, and the consumer 
in this country would pay not only the increased tariff on 
such imports, plus increased domestic taxes, but also the 
equivalent of the increased tariff on all such goods so pro- 
tected made in this country. The only ones to profit would 
be the protected manufacturer and merchant. 

Granting for the sake of argument that in spite of all 
these facts we now could afford to ignore them and pass 
a tariff law, the subject is so complicated that months would 
be required to perfect one. A tax bill is comparatively simple. 
One could have been drawn and passed long before this had 
Congress really intended to reduce government expenditures. 
“Where there’s a will there’s a way.” 

For close reasoning, full details and systematic presenta- 
tion, which are impossible in this short address, I refer you 
to the address of your president before the National Asso- 
ciation of Supervisors of State Banks, at their convention 
at Philadelphia, Pa., August 4, 1921, copies of which have 
been sent to all of our members and. to all members of 
Congress. I reiterate the statement that under the present 
staggering load of taxation there can be no real revival of 
business, unemployment conferences to the contrary not- 
withstanding. 

It would appear to the nation that Congress is against 
our President in his sincere intention to cut expenses and 
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taxes. Under our Constitution, in matters of taxation, Con- 
gress has the initiative. By deadly inertia alone, it can defeat 
him. The nation has complete confidence in him and his 
cabinet. Whatever they tell us we believe. Whatever taxes 
they say are absolutely necessary we cheerfully will pay, 
but not a dollar more. 

Now, when we are least able to bear it, when business 
cannot revive under it, is the time to reduce taxation. Every 
month’s delay means more, perhaps much more, than a 
month’s prolongation of business depression, and many addi- 
tional and entirely unnecessary business failures. Every dol- 
lar of unnecessary taxation will cost the nation several dollars 
in loss of business to merchants and manufacturers, and in 
loss of wages to employees. ~ 

The theory of our present excess profits taxes is that in 
war times some merchants and manufacturers make enormous 
profits, to the greater part of which they are not entitled. 
That greater part the government takes. In November next 
the war will have been ended three full years. As a matter 
of strict justice excess profits taxes should long ago have been 
abolished. They now should be abolished at once, without 
regard to any other question. As a matter of fact few 
businesses are having, or will have,any excess profits to tax. 
Notwithstanding that, Congress says to corporations, “We 
will abolish the excess profits tax and in lieu thereof increase 
the percentage of straight tax on net income.” In other 
words, “We will deduct nothing, and in lieu thereof will add 
something.” This is pure camouflage, and of the most shame- 
less kind. This is not merely refusing to reduce taxation, 
it is actually increasing it. Judged by its own acts Congress 
little cares what happens to business, or to the nation, so 
long as it can avoid any real reduction of government ex- 
penses; so long as its members can keep all their friends on 
the government pay-roll, whether needed or not. 

We are the richest nation. A minimum of government 
interference during fifty years of peace hardly broken by the 
Spanish-American War, individual initiative, enterprise and 
courage, have enabled us to outstrip the government-ridden 
nations of Europe. We have all our old initiative, enter- 
prise and courage, with more good and better trained men. 
What we have done we can do, and better. With our chief 
competitors crippled, or terribly handicapped, we stand on 
the threshold of a prosperity the sober realities of which, 
after being subjected to the most conservative scrutiny, are 
beyond the wildest dreams of our past. 

With all these advantages, when we ask Congress to re- 
move our handicaps of war time taxes, war time bureaucratic 
interference with the natural course of business, and to 
restore to us our peace time freedom and initiative, and 
say to us “Go!” we are told that we must wait and lose 
our opportunity. To see Congress playing the game of 
Great Britain and Germany, our chief competitors, by holding 
us shackled while they recover their strength, is heartbreaking. 

Fervently hoping that still it is not too late to put new 
life into business enterprise, to furnish employment to hun- 
dreds of thousands whose families otherwise will suffer hard- 
ship this winter, we most respectfully but earnestly suggest 
to Congress that it cooperate with the President and his 
cabinet in a sincere and adequate effort to give us real and 
immediate relief from taxation. 


Committee Reports and Appointments 


FEDERAL LEGISLATIVE COMMITTEE 


John D. Phillips, Chairman of the Committee on Federal 
Legislation of the State Bank Division, submitted the follow- 
ing report, which’ was duly received and approved: “The 
Committee on Federal Legislation of the State Bank Division 
has cooperated with the Committee on Federal Legislation of 
the American Bankers Association in urging a bill to secure 
equality of discount privileges between state and national 
bank members of the Federal reserve system. Favorable action 
upon this bill could not be secured during the Sixty-sixth 
Congress, but in the present Congress a bill to provide such 
equality has already passed the Senate and is now pending in 
the House. There has also been cooperation with the Com- 


mittee on Federal Legislation of the Association in the pro- 
motion of Federal legislation aimed to prevent the issue of 
fraudulent securities, which will supplement the various State 
blue sky laws. 

“It is the opinion of the Chairman of this Committee that 
a much greater service could be rendered, not only to the 
State Bank Division but to the parent association as well, by 
a more active interest in and cooperation with the officers and 
committees of the American Bankers Association, in the affairs 
that are of vital interest to the country bankers.” 


StaTE LEGISLATIVE COMMITTEE 


President McDougal read the following telegram from 
R. S. Hecht, Chairman of the State Legislative Committee of 
the State Bank Division: “It is a source of keenest disappoint- 
ment to me that I am not able to be present to participate 
in the meeting of our Division today. Won’t you kindly 
convey my very best regards to all of the members present 
and accept my best wishes for a most successful convention. 
I had fully intended to come to Los Angeles but was com- 
pelled to change my plans in the last moment on account of 
some very important developments in connection with the 
administration of the port of New Orleans. Under the 
circumstances I have asked Mr. Allen to read my report as 
Chairman of the State Legislative Committee.” 

“This is the first time in my recollection,” said President 
McDougal, “that Mr. Hecht has been obliged to remain away 
from one of our meetings.” 

By direction of the president, the deputy manager read 
the report of the State Legislative Committee as follows: 
“The Committee on State Legislation has confined its 
work during the last year to the closest possible cooperation 
with the American Bankers Association in furthering its 
general plan of legislative action. Nothing has occurred dur- 
ing the year to necessitate our taking advantage of the con- 
stitutional provision of the Association giving Divisions the 
right to take independent action in matters where the inter- 
ests of such a Division conflict with the interests of another 
Division or with the interests of the Association as a whole. 
We have no very definite suggestion to make at this time as 
to the matter of future legislation; at least we have no sug- 
gestion that would prescribe a different course than that 
we have pursued during the year, namely, cooperation with 
the legislative committees of the Association as a whole in 
working out some of the more important problems now before 
them. All matters involving legislation pertaining to the 
exchange problem has been in charge of the special Com- 
mittee of Five of the American Bankers Association, and 
the special Committee of Seven of the State Bank Division. 
These two committees are cooperating with each other and 
with the National and State Bankers Protective Association, 
and Chas. de B. Claiborne, chairman of these committees, will 
submit a separate and very interesting report to the conven- 
tian.’ 

The report was received and approved and filed. 


MEMBERSHIP COMMITTEE 


In the absence of Chairman George W. Rogers, the deputy 
manager read the following report of the Membership Com- 
mittee, which was duly received, approved and filed: “Your 
Committee on Membership is glad to report an extremely 
prosperous condition in the State Bank Division. early 
half the members of the American Bankers Association 
aré members of our Division. Your chairman has-written 
the state vice-presidents of the State Bank Division in 
each state during the past summer, and is glad to report 
that in the large majority of cases vice-presidents are very 
actively cooperating with the other officers of the Associa- 
tion in increasing not only the number of members of 
this particular Division, but all membership in the American 
Bankers Association. There seems to have been in the 
past some lack of understanding of the duties and responsi- 
bilities of the state vice-presidents of the State Bank Division. 
In the West the state vice-presidents of the Division seem 
to have thoroughly realized their duties and responsibilities 
and have been very active in their work. In the East there 
seems to be less interest, due to a lack of understanding, 
which we think will be remedied in the future. 
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“In some western states we find that the percentage of 
membership is not as large as we would like to see it. Re- 
ports are made in some western states that the state banks 
in many cases were organized by national banks that desired 
to put in a savings bank department, trust company 
department or other departments, and that the stock 
in these banks is largely owned by the national banks, 
These state banks do business in the same _ building 
with the national banks, with the same officers and 
seem to think that one membership held by the parent institu- 
tion is sufficient. In one of the far western states we find 
that many of the small state banks have been organized by 
large mercantile companies, and are not in reality banks, 
but simply banking facilities furnished by these large mer- 
cantile concerns for the benefit of their customers so that 
they may have checking facilities. These are not looked 
upon as real banks, and consequently this cuts down our 
percentage of membership. We are happy to report, however, 
that in the large majority of these cases the officers of the 
State Bank Division are extremely active. 

“When the State Bank Division was organized many of 
the parties interested looked forward with interest to this 
Division, thinking that it would add greatly to the strength 
of the Association, and would be the means of creating inter- 
est in the Association of the smaller state banks, and the 
means through which they could make their wants and 
desires known. We believe that such expectation has been 
fulfilled. We feel that the State Bank Division has been an 
unqualified success and we look forward to an even greater 
membership and interest in the Association of the smaller 
state banks.” 


CONFERENCE COMMITTEE 


In the absence of Chairman C. B. Hazlewood, the deputy 
manager read the report of the Conference Committee, as 
follows: “There having been no matters of Federal or state 
legislation presented to this conference during the last year 
by either the Trust Company, Savings Bank or State Bank 
Divisions, which were of particular concern to the state- 
chartered institutions and possibly affected their interests 
more primarily than those of the National Bank Division, 
no meetings have been held and no action has been taken. 
It is recommended by the members of the Conference Com- 
mittee of this Division that hereafter the Conference Com- 
mittee consist of the president of each of the three Divisions 
representing the state-chartered institutions, that is, the mem- 
bership to consist of the presidents of the Trust Company, 
Savings Bank and State Bank Divisions.” 

The report was received and filed and the recommenda- 
tion therein contained referred to the next president of the 
Division with authority to take action in accordance with 
his own judgment after conference with the presidents of 
the Trust Company and Savings Bank Divisions. 


CoMMITTEE ON PusLic RELATIONS 


Chairman H. A. McCauley of the Committee on Public Re- 
lations submitted the fol:cowing report, which was duly re- 
ceived, approved and filed, and the matter of finance referred 
to the Executive Committee: “To recount the accomplish- 
ments of the Committee on Public Relations for the past year 
will not consume much time or space. Our activities have been 
limited both from necessity and desire. Not having an appro- 


priation of funds, extensive work could not be undertaken, and_ 


due to the splendid work of the Public Relations Commission 
of the American Bankers Association we have not thought it 
expedient to project the work of the State Bank Division com- 
mittee where its intervention or assistance might not be de- 
sired. It would not be appropriate, however, for us to pass 
without mentioning the efforts of our former chairman, Mr. 
McDougal, and of our secretary, Mr. Allen, which have 
brought such good results. Previous to the work of this com- 
mittee the Comptroller’s office at Washington was publishing 
reports of national banks and drawing comparisons which 
were unfair and discourteous to state banks. State banks did 
not enjoy the franking privilege and could not combat such 
propaganda without great expense. Our president and secre- 
tary have succeeded in getting the Comptroller’s office to pub- 
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lish state bank as well as national bank statistics. An effort 
has been made to have all state banking superintendents com- 
pile their work uniformly at stated periods, so that the facili- 
ties and resources of state banks can be shown to the best 
advantage. So far efforts in that direction have been only 
partially successful. During the past year some of the largest 
national banks in this country have seen fit to denationalize. 
Your committee suggests that there may be such good and 
sufficient reasons for these changes that the public should 
know that state bank facilities are coming to be recognized as 
possessing superior advantages. 

“Your committee suggests that to avoid confusion the work 
of this committee should be intensified and outlined more 
clearly, or its activities comtbined with that of some other 
working committee. We recognize that there is much that 
should and must be done for bank members, especially those 
which have not the advantages of representation and who may 
feel that their welfare is overlooked. Your committee further 
suggests that in order to assist the secretary to carry out any 
work recommended, an appropriation be made for the commit- 
tee if it is to be continued. There is great need of concentrat- 
ing upon some definite program with reference to the particu- 
lar work of our committee.” 


BANKING STATISTICS 


At the Pinehurst meeting of the Executive Committee of 
the State Bank Division:a committee consisting of Messrs. 
Hecht and Allen was appointed to confer with the Comptroller 
of the Currency in regard to the publication of statistics per- 
taining to state-chartered banking institutions similar to the 
statistics periodica:ly published regarding national banks, Mr. 
Hecht visited Washington and found the new Comptroller, 
Hon. D. R. Crissinger, in sympathy with the plan, but appre- 
ciative of the amount of work involved and the difficulty in 
obtaining state bank reports. Subsequently Mr. Allen visited 
the Comptroller and discussed details. “I recently received the 
following letter from Mr. Crissinger,” said Mr. Allen, “but 
while the letter is addressed to myself I want it distinctly 
understood that credit for the arrangement made is due pri- 
marily to Mr. Crissinger himself and only incidentally to Mr. 
Hecht and other representatives of the State Bank Division.” 

With further reference to your visit to my office several 
weeks ago, at which time the desirability of this office publish- 
ing the returns from banks other than national, as of the date 
of each call when the returns from national banks have been 
released, was discussed, you are advised that I have decided to 
comply with your suggestion, and it is my purpose to furnish 
to the press, or to any other interested persons, at the earliest 
practicable date after the compilation is completed, statements 
of the principal items of resources and liabilities, as shown by 
the returns from national banks in each state, at the date of 
each call, together with similar data relative to banks other 
than national. 

On motion duly seconded and carried the president was 
authorized and directed to express to Comptroller Crissinger 
the appreciation of the State Bank Division of the American 
Bankers Association of his recognition of state-chartered 
banking institutions and his service to the country in furnish- 
ing statistics regarding all banks, state and national, thus 
showing the total banking power of the United States of 
America. 


CoMMITTEE APPOINTMENTS 


The Chairman announced the appointment of a Committee 
on Resolutions consisting of J. D. Phillips of Green Valley, 
Illinois (Chairman), J. A. Ormond of Marianna, Florida, and 
C. N. Prouty of Kansas City, Kansas. The Chairman also 
announced the appointment of a Committee on Nominations 
consisting of Charles H. Ireland of Washburn, Illinois (Chair- 
man), Charles de B. Claiborne of New Orleans, Louisiana, 
and Thomas J. Hartman of Tulsa, Oklahoma. 


PresIpENT McDouGAL: The next order of business is a 
subject in which you are all interested: ‘Country Banks and 
Farm Finance,” by Guy Huston, president of the First Joint 
Stock Land Bank of Chicago and president of the Huston 
Banking Company, of Blandinsville, Illinois, 
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Country Banks and Farm Finance 
By GUY HUSTON 


President of the First Joint Stock Land Bank of Chicago 
and President of the Huston Banking Company, 
Blandinsville, Illinois 


The subject of farm finance is a very broad one with 
many ramifications and it would be impossible to cover the 
subject in one speech or anything less than a series of 
lectures or articles. The problem of financing farm products 
after they have left the farmers’ hands is one that has been 
given much attention during the past few years and is worthy 
of the deepest consideration by the bankers of America. 
While it will have a great effect upon the conditions of the 
small rural community, it is a problem to be handled by the 
city banks and is not within the realm of country banking, 
for their interest ends when grain or live stock is loaded 
on the cars and a draft is drawn for proceeds. 


FARMERS STATE BANK ON MAIN STREET 


Go with me to a typical small town bank. It makes no 
difference if you have in mind a village in New York State. 
Ohio, Iowa, Texas’or California. In the United States there 
are 15,000 incorporated banks having a capital of $50,000 or 
less with deposits of $300,000 or less and located in villages 
of 2,000 population or less. Their problems are all the 
same and anything that gives relief to one will give relief 
to all, but in drawing this picture I will have in mind the 
typical small town bank of the corn belt, as it is with the 
corn belt banker and his business that I am most familiar. 

Picture the one-story brick building on a corner of Main 
Street. The building and fixtures and entire equipment 
probably represent an investment of less than $5,000. The 
street is unpaved and the village has no water or sewer 
system. The elm-shaded streets are lined with the com- 
fortable homes of retired farmers. The capital of the bank 


is $30,000 and its deposits, say, $300,000. The stock of the 


bank is owned by the banker and the leading farmers of the 
community. Seventy-five per cent. of the stock of all the 
Iowa banks is owned by farmers. 

Banker Brown is the leading citizen of the community. 
He is in daily contact with every member of his com- 
munity. From his savings department he sends greetings 
and a pass book upon the arrival of every new member of 
the family of his clients and he is consulted as to the draw- 
ing of wills and administration of estates, thus serving his 
clients literally from the cradle to the grave. He is a moulder 
of thought and character through his interest in churches, 
the schools and the cooperative societies of his community. 
He gives of his time and efforts without stint. His bank is 
the financial home of the neighborhood and is considered as 
public an institution as the post office. He is conscientiously 
striving to serve his community well, but he can only do that 
if he can fully finance it in all its activities. An inadequately 
financed community is always a poor one. 


Loans Limitep To $3,000 


His maximum legal loan is only $3,000, and yet the state 
authorities, recognizing that there are legitimate borrowers 
in that community whose seasonable needs are in no wise met 
by the maximum authorized loan of the bank, have laid down 
rules under which he can greatly exceed that. 


THE FARMER AS A BORROWER 


There are no more than enough surplus funds in the com- 
munity, if they are all on deposit in the bank, to finance 
the legitimate seasonable needs of the farmers. This banker 
loans the farm hand who has saved a few hundred dollars 
the money to buy his first farm equipment and prevails upon 
some land owner to rent to the man a piece of land. This 
banker carries him through the crop season, which, if the 
farm is a real economic unit, will take at*least $5,000 or 
$6,000, and if the young tenant is a good manager, using 
his head as well as his arms, he will in an average period 
of five years be able to pay off his bank loans and own his 
live stock and implements clear of debt. The farmer has 
learned to work for himself and how to make and save 
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money, and when it comes to living economically and saving 
money he is equaled only by the country parson. Within 
another period of five to ten years this tenant farmer will 
have accumulated surplus funds and will want to buy a 
farm, and it is economically right that he should be able to 
buy a farm, paying on the same the savings and profits of 
his years of labor, but he must be able to borrow the balance 
on terms he can meet. 

The big farmer and feeder is a* heavy borrower; it is 
absolutely essential to the success of the bank that it have 
his business. 


Economic Unit or LAND 


In the corn belt an economic unit of land with the im- 
plements, tools and live stock necessary for profitable opera- 
tion, is worth at least $50,000. Indeed, the average value 
of all the farms for Illinois and Iowa is $37,000, but when 
we eliminate the very small farms and land that is low in 
value and productivity, the average investment is in excess 
of $50,000. Now, it is a more or less precarious undertaking 
for a bank to attempt to finance several hundred such units 
in each of which the investment is larger than the capital 
stock of the bank, and yet three-fourths in number of the 
state banks of the United States and almost one-third of the 
national banks are operating under these conditions. 


FEDERAL RESERVE BANKS 


If this farmer were banking with a bank of $500,000 capital, 
then his note for $50,000, which is perfectly good, would be 
readily rediscounted by the Federal reserve bank, but since 
he is banking with-a bank of only $30,000 capital, the bank 
cannot rediscount the note should his aggregate loans 
amount to $3,500, for the Federal reserve bank will not 
accept for rediscount notes where the borrower owes the 
bank more than 10 per cent. of its capital. 

Limiting loans to an individual to a percentage of the 
bank’s capital is, of course, good sound finance and yet to the 
country banker it is strange that the Federal reserve bank 
would accept this man’s note for rediscount from a larger 
bank when it will not accept it from him. Certainly there 
must be rules laid down under proper guarantee giving this 
much needed relief to the rural bank if the Federal reserve 
system is to be of any real help to these small banks. 

This ruling is the reason more small state banks have not 
come into the system and it also explains why in a period of 
the greatest stringency ever known in the rural districts, the 
Federal reserve system with its six billion of assets held 
less than 4 per cent. of its assets in agricultural and live 
stock paper. Now, it is said that 54 per cent. of the total 
deposits of the country originate in these small rural banks. 
On that basis they should be entitled to at least one-half the 
loanable funds of the Federal reserve system, or three billion 
instead of the two hundred thirty million of live stock and 
agricultural paper held by Federal reserve banks on July 31, 
1921, and based on proportionate part of the wealth of the 
nation they would be entitled to over two billion of credit. 


War FINANCE CorPORATION 


The recent amendment to the War Finance Act authorizing 
loans to country banks has wonderful possibilities of good 
in it, and I have faith in the directors appointed that they 
will know and understand the needs of the small town country 
banker, and not lay down such rules as will render this 
promised aid unavailable to him as has been largely done 
in the Federal reserve system. 


ANNUAL SALE OF FARMS 


The period of ownership of land averages about twenty- 
five years, so that there is an annual turnover of about 4 per 
cent. of the farms that must be financed as well as renewals 
of mortgages. Banker Brown, of course, is unable to finance 
the purchase of lands. As I have said before, the loanable 
funds of the commnmnity are no more than sufficient to take 
care of the seasonable needs of his clients and to carry those 
just starting in business who need credit the year round, 
and any depletion of the bank’s resources by tying them up 
in real estate loans lessens by just that much the banker’s 
ability to serve his community. 
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Must Have Stronc FINANCIAL CONNECTIONS 


It is absolutely necessary that Banker Brown be able to ob- 
tain mortgage money for the farmer from outside sources. 
He knows his own community. He has lived there all his 
life. He is the best judge of credit and character, knows the 
family history, the weaknesses and the shortcomings of each 
of his clients. He is building a community and yet his in- 
ability to find a market for even one farm loan may pre- 
vent his financing a dozen worthy young men or force him 
to deny credit to fifty worthy borrowers. He has no acquain- 
tanceship, no direct connection with outside capital, and he 
can only send his clients to the mortgage lender at the 
county seat. 


FarM MortGAGE BusINESS UNREGULATED 


Now, the farm mortgage business has never been a reg- 
ulated one. Until 1916 the United States was the only 
civilized country on earth that did not have a rural credit 
law. Usury laws of the various states could be easily evaded 
by mortgage lenders through commissions, abstracting and 
other charges, and you will agree with me that the local 
mortgage lenders are not of the highest type of business 
men, although, of course, there are many honorable men 
and strong financial institutions engaged in the business, but 
the percentage of farm mortgages that they handle direct is 
small as compared with the total. As a matter of fact, many 
farm mortgages pass through from two to six hands before 
they reach the investor. Each of these men must have his 
commission and fee, and the local agent who deals direct with 
the farmer bases his commissions and fees, not upon the 
money market, but only upon the necessities of the borrower. 


ABuses IN MortGAGE BUSINESS 


It is inevitable that in an unregulated business such as this 
many abuses would grow up. By a system of overlapping 
mortgages it is possible for a mortgage lender to so tie up 
farms that renewals and payments can be handled only 
through him, and often the initial series of mortgages will 
be made on a very fair rate of interest and commission, for 
he well knows that when those mortgages begin to mature 
the borrower will be entirely at his mercy. Very often these 
men are not financially responsible, yet the mortgages are 
drawn in such form that the borrower must pay hundreds of 
dollars to him in principal and interest, accepting, of course, 
only the receipt of the mortgage dealer. If a local lender 
can get a hundred farms tied up in that way he has an assured 
income for the rest of his life. You and I know of many 
other tricks of the trade as good or better than these men- 
tioned, but we don’t discuss them even among ourselves. 


StyLteE MortGAGe UNSATISFACTORY 


The old style of farm mortgage was unsatisfactory both 
to the borrower and the lender. The farmer was compelled 
to sign an obligation he knew he could not meet at maturity 
and whose conditions did not suit his needs. 

The mortgages themselves as made were not often in such 
units as suited the investor. The peculiar conditions of the 
farmer’s business require that he be permitted to make pay- 
ments on principal on interest-paying dates, so that the in- 
vestor in a farm mortgage had no assurance that his invest- 
ment would stand past the next interest-paying date. There 
was no accepted rule of appraisals, the investor having no 
means of appraising the property, which might be several 
hundred miles distant, and no knowledge of the ability and 
solvency of the borrower, but must depend entirely upon the 
integrity of the mortgage banker through whom he bought 
the mortgage. 

Recent failures of some of the most prominent farm mort- 
gage dealers in the country bring again to our mind the 
fact that the failure of one of these companies or individuals 
almost invariably discloses that over a period of years there 
has been gross fraud practiced on the investing public and 
on the borrowing farmers, resulting in enormous losses, to 
the detriment of legitimate mortgage dealers. 

With all these disadvantages, the farm mortgage, although 
based on the most stable and best security in the world, 
could not occupy the place to which it was entitled in the 
financial markets of the world. 
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Farm Mortcace Not a SIGN oF Poverty 


’The farm mortgage is no longer a sign of poverty on the 
part of the borrower, but rather it points him out as an 
aggressive, enterprising, ambitious individual who, by his 
labor and thrift, has accumulated a sum of money which he 
uses aS a margin in the purchase of land to guarantee the 
repayment of his obligation. He is the man who is feeding 
the world and building the rural communities. 

Probably séventy-five per cent. of the loans made by Banker 
Brown are made to this type of individual and all he has for 
security is the personal property and the equity of the borrower 
in his land, and both he and the farmer have hanging over 
them the dread of maturity of these mortgage loans, for if the 
mortgage dealer is unable or unwilling to renew the mortgage 
at maturity, the farmer is faced with threatened foreclosure, 
and the bank with a possibility of a loss through the farmer’s 
equity being wiped out. 

Of course there are communities that are served by strong, 
legitimate mortgage companies where there is small danger 
that the loan cannot be renewed on fair terms, and yet there 
it will often take a full year’s earnings on a $50,000 farm 
to pay the renewal commission on a $20,000 loan, while con- 
ditions often are even worse in the more remote communities. 

If the farmer is unable to renew his loan, or is required 
to pay excessive commissions, he will turn to his neighbors 
and friends and borrow from them, and the money is with- 
urawn from the bank. Thus one loan will sometimes cause 
a withdrawal of one-tenth of the bank’s entire deposits, and, 
in many communities, the mortgage loans will run five to ten 
times the total assets of the bank. To such an extent is 
borrowing between neighbors carried on in some communities 
that the last place a good, solvent borrower goes to get 
money is to the local bank. The bankers in these commu- 
nities are only hangers-on on the fringe of financial life and 
neither the banks nor the communities prosper. 


Bankers Lose THEIR DEPOSITS 


During the past two years practically all of the country 
banks have suffered greatly from withdrawals of funds loaned 
to farmers to pay maturing mortgages that could not be 
renewed. Many banks have had their time deposits reduced 
one-half in the past six months. These banks were already 
well loaned up and hundreds of them have been placed in a 
precarious condition. Had it not been that great leniency 
was shown by state auditors and national bank examiners 
and the wonderful service given by city correspondents, 
many of them would have been forced to close their doors, 
although every loan they had in their note case was absolutely 
good. 

This condition still prevails and is growing more acute 
daily. The moving of one crop or half a dozen crops will 
not correct the situation; only farm mortgage money in large 
supply can give any permanent relief. 

To cite an actual occurrence: Recently a banker called 
me by phone and asked me to negotiate a $50,000 loan for 
him immediately. He stated that a quarter of land in his 
community had been purchased by two of his clients for $44,- 
000; that they had been unable to obtain a mortgage loan, 
although they had 800 acres of land worth $200,000, clear 
of incumbrance, and so had borrowed the money of their 
friends and relatives, all of which had come out of his 
bank. His was a good bank with a good record and I was 
able to get the money, and urged him to collect immediately 
enough to make a substantial payment on same. He asked 
each of his heaviest borrowers to pay him $1,000, which they 
did, but raised the money by selling immature farm stock to 
neighbors and borrowing from friends, which meant only a 
shitting of credit in the bank and did not bring in any outside 
money. He said that was the fourth time that that had hap- 
pened to him this year. It had reduced his deposits by one- 
half, rendering him not only unable to finance the seasonable 
needs ‘of his corhmunity, but had forced him to refuse credit 
to many worthy borrowers. He owes more than $100,000 
to his city correspondents and the only possible relief is 
through farm mortgage money in large supply. 

We have a list of more than 200 bankers who tell with 
but slight variations this same story. 
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Not INTERESTED IN COMMISSIONS 


Not one in ten such bankers is interested in the commis- 
sion he can get on a real estate loan. He realizes that it is 
essential to the prosperity of his bank and his community 
that the farm mortgage loans be placed outside the com- 
munity, and if he can refinance with outside money a dozen 
real estate loans a year he will soon be able to double the 
deposits of his bank, enabling him to give real service to 
his community. He will gladly negotiate amortization loans 
for his farmers without compensation, for by doing so he 
will change the borrower from a debt-ridden individual 
having obligations he knows he cannot meet at maturity— 
who overcrops his farm and denies his family the thousand 
little things that make life worth living and make farm life 
bearable—into a thrifty, scientifically financed, self-respect- 
ing citizen who will build up his farm, raise good stock, ro- 
tate his crops, build a comfortable farm home with all modern 
conveniences, buy a Ford, give his sons a course in the state 
agricultural school, and his daughters a course in domestic 
science, so that the next generation will be better prepared 
to carry on the work and make happier and more contented 
farm homes than have been those of the present and former 
generations. A farmer so financed will carry a good bank 
balance, meet his local bills promptly, and be a good credit risk 
for the bank for his short time seasonable loans, and the banker 
will have retained in his bink deposits which may be used for 
the ordinary business of the community. 


A Cope or Eruics 

The old style short term farm mortgage as an instrument 
of credit had passed and something had to take its place. 
It was necessary that a code of ethics be brought to the farm 
loan business. The business needed to be put on a high plane 
in order that the investing public in every state could pur- 
chase the securities without question, and in order that they 
could be marketed to citizens of every state it was necessary 
that the whole system be under Federal supervision. State 
supervision is not and cannot be sufficient. It was necessary 


that institutions be organized with large capital and under 


such control and regulation that their securities could never 
be questioned; that the value of every farm on which they 
loan be certified by the Federal government, and, in order 
that no one may profit unduly, that the institutions forego 
the ordinary profits of farm mortgage banking and submit to 
rules and regulations laid down limiting the profit to a nomi- 
nal amount. 


Farm Loan Act Nor a Poviticat ACCIDENT 


It was not an accident that the platforms of the Republican, 
Progressive and Democratic parties of 1912 each declared 
for the creation of a system of finance to meet the peculiar 
needs of agriculture, and it was not an accident that each 
of these platforms declared for the creation of corporations 
to carry on the business of this new system of financing. 
A Republican President was sitting in the White House and 
the Republicans had a majority of both houses of Congress 
‘when the agitation for a rural credit system was finally and 
definitely launched. It was a Republican Congress that finally 
passed the law creating the United States Commission on 
Rural Credits. It was a Republican Congress that made 
appropriations to defray the expenses of a study by this 
commission and it was a Republican President who signed 
the bill. But in the whirligig of time and politics it so hap- 
pened that a Democratic President sat in the White House 
when the bill was finally presented for the President’s signa- 
ture. It had passed the House with 311 voting aye and 12 
voting no, and it passed the Senate unanimously. This was 
not a war bill; it had received mature deliberation during 
normal times of peace. It is doubtful if a law has been put 
on the books for many years that has had the study and 
deliberation that was devoted to the Federal Farm Loan Act. 

FeperRAL LAND BANKS 

The Federal Farm Loan Act provided for the organization 
of Federal Land Banks. Of them I do not need to speak. 
Their merits and the good they have done are too well known 
to need discussion by me, but the framers of the act knew 
that thousands of farmers were individualists and would be 
unwilling or unable to join an association and join with their 
neighbors in borrowing money. 
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Joint Stock BANKS 


This law also provided for the organization of Joint Stock 
Land Banks. This was the opportunity Banker Brown had 
been looking for. He immediately took up the matter with 
other country bankers located tn borrowing communities and 
organized a Joint Stock Land Bank, associating with them 
men experienced in the farm loan business and men inter- 
ested in the welfare of agriculture. Through this Joint Stock 
Land Bank they were able to make their farm mortgages on 
the amortization plan, permanently financing their clients, and 
converted them into a bond issued under government supervi- 
sion running for a period of years that was marketable in the 
money centers on terms and denominations to suit the in- 
vestor. 

There are no profits in the ordinary sense of the term. 
There is a certain fixed fee between the borrower and in- 
vestor that can be taken by the bank for taxes, operating 
expense and profit, and the fee cannot exceed 1 per cent., no 
matter at what rate of interest the loan is made. 

They permitted the borrower to submit his loan to the 
bank, and purchase his proportionate part of the stock; then 
the bank made the loan, indorsed and guaranteed same, deposited 
same with a representative of the United States Treasury, 
together with certificate of value of the farm by a Federal 
appraiser and certificate of title by a Federal title examiner, 
and received, when all conditions were complied with, a bond 
printed by the United States Bureau of Printing and En- 
graving, countersigned by a representative of the United 
States Treasury, which they sold. 


Ratio oF CAPITAL 


Say the loan is for $16,000—and they make many loans 
of that amount—then it takes $1,000 of capital and $15,000 
of bonds to carry the loan, and if the borrower himself fur- 
nishes the capital then all net profits from the transaction 
are returned to him. And every borrower of this bank is 
urged to take his proportionate part of the stock, but often 
he is unwilling or unable to do so, preferring to use the 
money in his own business, in which case his neighbor or his 
banker is urged to take the stock. 

It is not permitted that a cent of promotion expense be 
used in the organization or operation of these banks. It is 
not permitted that the farmer pay a commission or a fee to 
the bank. : 

Now, the name, Joint Stock Land Bank, was unhappily 
chosen. It does not bring to the mind of the American public 
the character of these institutions, and .even their enemies, 
who have spent years and large amounts of money in trying 
to put these banks out of business, cannot now correctly re- 
peat the name, and yet it is easily explained. Joint stock is 
the old English term for an institution where the interests 
of the several owners are represented by the issuance of shares 
of stock. 

GIVING THE FARMER A CHANCE 


For sixty years the Federal government has in various 
ways encouraged business and commerce. There have been 
tariffs for the manufacturers. There have been land grants 
and subsidies for the railroads. Even the right of eminent 
domain has been given to the latter, and our cities have been 
built by employing a certain form of special privilege——the 
issuing of tax-exempt bonds. 

I do not complain of this public policy. It has paid to do 
these things. It was necessary and as a result of this policy 
the United States has become the greatest and wealthiest 
industrial nation in the world. But in the doing of these 
great things we have neglected agriculture. Indeed, some 
of these things have been done at the expense of the farms 
of America. 

I can see no reason for discontinuing this general policy 
of encouraging business by which our country has grown 
so great. I have not detected in current events any tendency 
to depart from this policy of encouraging general business 
enterprises, and I am convinced that the present condition 
of agriculture and its relation to the general welfare warrants 
that the same general policy of encouragement shall apply 
to agficulture—that broad and generous policy of encourage- 
ment that has done so much for other industries and other 
enterprises. 
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I do not think it would be good business for the nation, nor 
in the interest of the general welfare to take away from 
agriculture the little encouragement it has been given in the 
provisions of the Federal Farm Loan Act. And agriculture 
is asking so little in comparison to what the other industries 
have received. 

Only recently we approved for the railroads an average 
increase in freight and passenger rates of approximately 33 1/3 
per cent. in order that the railroads could pay their owners 
5% to 6 per cent. on their investment above costs of opera- 
tion. The farmer is not asking that he be guaranteed fair 
wages and 5% to 6 per cent. on his investment. - He only 
asks that he be able to obtain long time credit on just and 
equitable terms. And the farmer is warranted in demanding 
that his representatives in Congress shall defend the Federal 
Farm Loan Act tax exemption with all the logic and all the 
vigor with which they have defended the special privileges 
which have been extended to manufacturing, to transporta- 
tion and to mining. 


EXEMPT FROM TAXATION 


With all the limitations and restrictions placed upon these 
banks it would have been impossible to induce men to invest 
their money in them and it would have been impossible to 
have sold the securities in the volume necessary unless the 
tax control was vested in the Federal government. Other- 
} ae any state could legislate them out of business. It is a 
undamental condition of an association of states that neither 
the central government nor any state may tax instrumentalities 
of the other. Of course, if the Constitution of the Federal 
government and of each state was amended so that there 
should be nothing tax exempt, then it would not be necessary 
or possible to exempt these securities from taxation. But 
it was a condition and not a theory that confronted the 
framers of this act. 

In most states ten or more citizens may band together and 
organize a municipality and issue bonds on which the Fed- 
eral government cannot levy a tax; neither can the muni- 
cipalities or the state levy a tax on any instrumentality of 
the government of the United States. 

I have been active in the support of organizations looking 
to elimination of all tax-exempt securities. but upon mature 
study of the subject, I do not believe it will ever be brought 
about. My interest in the subject did not begin and end 
with the farmers’ banks. I demand that those who work 
with me come with clean hands. You cannot blame me for 
questioning the sincerity of the mortgage dealer, the man 
who lives by assisting his clients in criminal evasion of taxes, 
who began spending money and fighting tax exemption when 
he felt the competition of the farmers’ and country bankers’ 
mutual land banks. 

And when we do away with tax exemption I want every 
piece of property, tangible or intangible, to submit to taxes. 
The state tax laws must be so strengthened that the assessors 
may walk into your and my commercial banks and levy an 
assessment on every account. It must be made impossible for 
the mortgage dealer to take notes payable to the bearer, sell 
them to a resident of his own city and laugh at the tax 
assessors. 

On the same day that the last general offering of fifteen mil- 
lion joint stock bonds was made to the public, the city of 
New York offered sixty million of bonds for wharf and 
dockage purposes. The New York bonds were immediately 
over-subscribed. Not a single bond was offered to the public 
through the newspaper advertisements or usual channels of 
marketing bonds, and not a voice was raised against it. But 
millions of dollars of newspaper space, hundreds of speakers 
at bankers’ meetings and elsewhere have raved for two years 
about the injustice of the joint stock banks’ tax-exempt 
bonds. 

The amortization farm mortgage has come to stay. The 
farm loan bond has come to stay, and it must be issued in 
such form and under such conditions as will make it saleable 
in competition with the tax-free bonds of the municipalities. 
If anyone has a better plan, if there is any other method by 
which that can be done I have never heard it outlinel and 
until some other workable plan is conceived these bonds 
must remain tax exempt. 
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Discussion and Action 


PresipeENt McDouca.: This is an interesting subject. Are 
there any of you who would like to ask Mr. Huston any ques- 
tions? 

Mr. J. D. Puitures of Green Valley, Illinois: This subject 
has been vital to me for a good many years. I am more of a 
farmer than I am a banker, so far as my personal interest is 
concerned. My own little bank deals almost exclusively with 
farmers. Nearly all of the paper that we have in our note 
pouch is farmers’ paper. We have delighted in years past to 
make all the farm mortgages that we possibly could, and sell 
them, then, as an investment, to those that desired to invest in 
farm mortgages. Such mortgages, when properly made, are 
as good as a Government bond itself, but the investing public 
does not realize that fact. They are not acquainted with the 
individual banker that makes the loans, and hence, in times 
like these, farm mortgages are not liquid securities for any 
bank to have. I have been talking with bankers for six or 
eight years of longer upon this very subject, but am not com- 
ing to you today with any concrete plan, because if I did it 
would simply be the plan of one individual that you would all 
begin to shoot full of holes as soon as it was presented. How- 
ever, I do believe that it is one of the most, if not the most 
vital subject before the American people today. 

Wealth starts from the ground, either from the mines or 
from the agricultural products produced in the ground. You 
often hear the expression from clients of your bank, “Why, 
where has all the money gone to? Isn’t there just as much 
money as there ever was?” Every one of you has heard 
that a thousand times, haven’t you? And the fellow is finding 
fault with you because you cannot furnish him with enough 
money. Well, it is not a question of money at all. We don’t 
do business with money. We do business with credit, and we 
must have that credit or build up that credit from the farmers. 
If our farmers are in such position that they are obliged to 
sell what little crop they have/no matter whether it is a small 
crop or a big crop, they lose. I might use as an illustration 
100,000 bushels of corn at 30 cents a bushel, makes $30,000, 
doesn’t it? That is only pocket change for almost any little bank. 
That won’t pay off any of the bills. It may pay the grocery bills 
if the people have not eaten much in the last six months. But 
if they could get prices for that corn, if they could get 75 
cents or 80 cents a bushel, or a dollar, that they ought to have, 
considering the cost of production this past year—and it has 
been just as high as it was last year, if not higher—then it 
would create a purchasing power of the difference between 
$30,000 and $80,000 or $100,000, that could go out through all 
the industries in the United States, and instead of there being 
stagnation, as we are facing it, we would all be going along 
and getting our share of the profit. Now, what are we going 
to do? Are we going to provide for these men who are suffer- 
ing for credit, whose bankers are straining their own personal 
credit to carry them along, or are we going to go on heedlessly 
and carelessly, and think of the farmer as the cartoonist thinks 
of him? Now, Mr. Chairman, I hesitate to make the motion 
that I am going to make now, because it means work for some- 
body; it probably means work for some country banker, and - 
he has lots of work to do without any of this. I also 
realize that to get to the Congress of the United States is an 
awful big job, but somebody must pay the price, and I am 
going to move now that a special committee of five be ap- 
pointed to investigate this matter and do all in their power 
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to bring about the needed conditions in the Congress of the 
United States. 
The motion was seconded. 


PRESIDENT McDoucaL: Are there any remarks? 

Mr. Dixon of Utah: I don’t quite understand what 
this motion is to cover—whether it is to cover the loan banks, 
the stock land banks, or what is the purpose of this? 

Mr. Pures: It is not to assist anybody except the 
people of the United States to get in concrete form possibly 
the knowledge that we as bankers of America ought to have, 
to give attention to the things that are vital, that are over- 
looked by the men who are in control, and who are really 
taking time to carry on other industries. It is not to assist 
any rural credit bank or joint stock land bank. The thing 
that has been in my mind has not been a rural credit bank 
or a joint stock land bank, but as I give it more considera- 
tion I am not certain but that amendments to that act would 
be a good deal easier handled than to upset all these things 
and try to build something new. I offer you this as an 
explanation, simply an investigating committee—a committee 
that might get some education that they might hand on down 
to the rest of us. That is the purpose of it. 

PrEsIDENT McDovucaL: Any further remarks? Before 
putting that motion, I want to say that I had been assuming 
that the average man in this room knows a great deal about 
farmers and farm loans, and I want to state that my prac- 
tical experience does not run along those lines, so that I 
don’t consider that I am capable of discussing these ques- 
tions intelligently; but I do know this—and there may be men 
in this room that don’t know it, or have not thought of it— 


and that is this: that everything the farmer sells is back to 
pre-war prices or less—practically everything. 


Mr. Puiuips: Thirty per cent. below. 

PrESIDENT McDoucaL: And the men who know and can 
tell more closely the actual condition, say that it is from 
27 to 30 per cent. below, on the average. There is no doubt 
about it. And that is as expressed in dollars. The things 
the farmer uses have not gone down very much. You see 
notices occasionally in the papers of reduction of farm ma- 
chinery, and reduction of this and that. I am inclined to 
believe, from what I have seen of prices, that the farmers 
have had very little relief this way. But suppose there have 
been reductions. As a matter of fact, gentlemen, that farmer 
pays in his product; and for ten bushels of wheat or ten 
bushels of corn, or any unit in which he measures, he gets 
less today for that. Or, put the converse of the proposition: 
everything he buys costs him more, as measured by his crop, 
than it did during the highest prices of the war. Unless a 
man is familiar with farmers, and does business with them, 
he has no conception of what the farmer is up against in 
this country today. He is up against it good and hard, 
if you will pardon a little ordinary colloquial language. And 
while he is like everybody else when he gets in that condition, 
he feels it, and he wants special legislation, and he wants 
things done which perhaps are not what you say they should 
have been. Remember that worse than any other man in 
the community he is up against it. For instance, you take 
the farmer—look what he has to pay for what he buys; look 
at the freight he has to pay on what is shipped in to him. 
That makes everything he has cost him more. And the 
freight that he has to pay out on the stuff he ships out, 
makes everything he sells bring him less. And he is not 
in the traffic center; he has got to have shipped out to him 
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everything that he buys, practically, except just what he buys 
in the neighborhood, that is produced in the neighborhood; 
and everything that he sells he has got to ship out. The 
farmer is in a terrible position today—the average farmer. 
I won’t say every man is, because some men—it means nothing 
but a loss to them. They have been far-sighted; their farms 
are paid for; they have money in the bank; but there are 
others to whom it means more than a loss of a part of 
what they had. It means possibly ruin and loss of every- 
thing they have, and also it affects all the bankers who do 
business with them. 

Mr. Hazettine of Arizona: It seems to me, in regard 
to the motion just offered, that it would be useless to try to 
get to Congress with a situation of this kind, as the politician 
does not care to go very far in advance of the general public 
information—general demand. I should think we would get 
farther if that committee would lend its efforts towards edu- 
cating the people of the United States along the lines that 
we have heard today. I know what he is talking about. 
I don’t happen to be a corn-belt farmer or a corn-belt banker, 
but I do know what he is talking about. But there are a 
great, great many people in this country that don’t. Until 
the people of the country are educated up to understanding 
what the farmer is up against, as the farmer realizes it, 
you cannot get Congress to take any action. Inasmuch as 
we have all learned to dislike the expression “propaganda,” 
permit me to say it has its uses, as we have discovered every 
day in the newspapers, in the mail, and everywhere else. And 
I think the question raised by the gentleman from Utah a 
moment ago as to what this committee is to do is a very 
proper one, and the very best work that committee can do 
will be to educate the whole people of the United States 
to the needs of the farmer. 

Mr. IRELAND of Illinois: In that same corn-belt little 
town I come in contact with the farmer all the time. I don’t 
believe you can legislate prosperity into the farmer, and if 
you will appoint a committee of five to go down to Washing- 
ton for you, they will march up the hill and then march 
down again, and that is all there is to it. We bankers in 
the corn belt are to blame for a lot of this ourselves, because 
up to the time of the war we let the farmer run our banks. 
When he wanted to throw away his good Ford and buy a 
Packard, we loaned him the money; and some of those 
fellows, if you will check up on them in the last three years, 
except this one, have made from three to four or five thou- 
sands dollars clear money, and have it. In the state of 
Illinois we have been using experimental farms, of which 
they have had records for from five to ten years. The one 
I saw at the county fair represented two farms exactly alike, 
and one for a period of five years represented an average 
deficit of $500 on 160 acres. The other one, taking the two 
extremes, showed an average profit of $4,400. You cannot 
legislate this prosperity, any more than you can legislate brains 
in the farmers of Illinois. I don’t know how about these 
other states, but not all*of our farmers are using their brains. 
And so if this committee would stay at home and put some 
brains into these farmers, we could help to get over this 
more quickly. 

Mr. Puuiips: I am glad to hear my friend Ireland say 
that, because he is bordering on facts, too, and telling facts. 
But there seems to be a misapprehension of what this com- 
mittee is for. I would not have you think for a moment that 
this State Bank Division of the American Bankers Association 
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is going to delegate to a committee of five the duties of going 
down to Congress and passing the laws. Far from that. 
Neither would I have this committee of five work independ- 
ently of the Administrative Committee or the Federal Legisla- 
tive Committee of the A. B. A.; but I cannot understand why 
it would not be wholly proper, -and to the advantage of all the 
bankers in the United States, to know a little more about it 
and understand more fully what we are talking about. That 
is what the purpose of the committee is; at least, that is what 
I have got in my mind, It is a big subject, and there is a 
committee of Congress down there in Washington, and they 
have under consideration the things that you are talking about 
this afternoon, and I don’t suppose that any information that 
they might get from any source would come amiss; and I am 
very sure that any information that they might have to give us 
won’t hurt us any. And that is the purpose of having the 
committee appointed—not to go down there and lobby—of 
course not; but at least to send us the biils so we can see what 
is going on. We don’t get them. I know what I am talking 
about. I have been chairman of the Federal Legislative Com- 
mittee of this Division for a year. 

Mr. WALKER of Idaho: This is a very interesting subject 
to me. I live in a farming community and am familiar with 
all the facts discussed. At the present time I am located in a 
mining community where we have but one product, and that is 
lead. Here is our situation. But I want to say that every- 
thing these gentlemen have said is true; but it goes a little bit 
further than that. Mr. Phillips said that we dealt in credit, 
not in money. My idea is that we don’t deal in the exchange 
of money or in the exchange of credit, but in the exchange of 
values. The credit merely represents the value, and the value 
must be behind the credit or else the credit is no good. 

Mr. You are right. 

Mr. Wacker: And it all resolves itself to value. At the 
present time in our lead mining industry we are producing lead 
which produces, or did, when I left home, $4.40 at the market 
in New York. It costs us $2.20 a hundred to lay it down 
there. It costs us 14 cents a pound for white lead to paint our 
buildings with when it comes back; and it costs us $10 to $12 
a day for a painter for six or eight hours, half of it wasted, to 
spread it on our buildings. Now, we are exchanging our value 
in our lead product, which is the basic thing, at a pre-war 
price, at a pre-war value, for these other things that are still 
inflated to the extreme inflated values during the war. And 
there is where the trouble is. Our lead is high enough; it is 
as high as it should be. Low-priced commodities make for 
more wealth always. Wealth is never created on high prices; 
it is always created on low prices. Prosperity always comes 
during a low-price period. Debts are always paid during a 
low-price period, and they are always created during high 
prices; and all you have to do is to look at the nation today 
and you know it is true. 

Now, again, our miners have had to accept the pre-war 
wage, because our mines are nearly all shut down, for the 
reasons that I have given, and there are only a few deep mines 
that cannot afford to shut down that are working now. Our 
miners are working for a basic wage of $4 and $4.25 a day, 
producing the commodity. They are paying the railroad men 
for hauling their commodity to market $10 to $20 a day; and 
the miner cannot work days enough to offset that. It is a 
question of exchange of values. It does not make any differ- 
ence whether lead is worth 10 cents a pound, or 20 cents a 
pound, or 30 cents a pound, if the things you exchange for, in 
labor, are equitable. It is because those things are out of bal- 
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ance; it is because the fellow in between is grabbing with both 
hands. more than he is entitled to, that the industrial situation 
is going through the deplorable stage it is now. That is the 
chief reason. That miner, working for $4 a day, when he wants 
to buy a little paint to spread upon his house, if he is fortunate 
enough to own one, has to pay 14 cents a pound for white lead. 
Why? Because every fellow engaged in the manufacture of 
that white lead is getting $10 or $12 a day. And when he 
goes to hire a painter he has to pay him $10 to $12 a day in 
our community. The miner cannot work days enough to do it; 
it can’t be done. And these high costs, these in-between high 
costs, gentlemen, are the reason the basic industries are all in 
the deplorable condition they are in today, and they will con- 
tinue to be there until these questions are adjusted and the 
values are equalized. The farmer is in exactly the same condi- 
tion; the stock grower is in exactly the same condition; the 
lumber interests are in exactly the same condition. Every 
basic industry is down, clear down to the bottom; and every 
fellow is still continuing his high prices which he received 
during the war when the basic things were worth three or 
four times as much as they.are now. It is a question of ex- 
change of values; it is a question of one man’s day’s work 
against another man’s day’s work; and one man cannot work 
days enough at a dollar a day to pay the other fellow in ex- 
change at five or six or eight dollars a day. 

Mr. Waconer of Kansas City: I think that it is a whole 
lot easier to legislate brains into the farmers of this country 
than it is to legislate common sense into the brains of the 
average Congressman. I have dealt with farmers all my life. 
I want to tell you that 99 9-10 per cent. are pure, like Ivory 
soap, but my dealings with Congressmen have not been nearly 
so fortunate. I want to congratulate the gentleman who 
represents Utah. You have a United States Senator that 
has some sense; and he is one of the few. The Chairman 
has alluded to the fact that this was a question of taxes 
today; and I think it is a question of taxes; and the gentle- 
man from Utah is one of the few that have suggested any- 
thing for the benefit of this country. 


I remember a few short weeks ago when we met in 
Kansas City to form a $50,000,000 corporation to take care of 


all the cattle business of this great country of ours. Fifty 
million dollars! And they came from Spokane; they came 
from San Antonio; and they came from Chicago; and the 
bankers came from Denver—and they subscribed that fifty 
million in about ten minutes, and we thought we had done 
something. But that very day that we subscribed fifty mil- 
lion to take care of the entire cattle industry of the United 
States, Congress made a present of five hundred millions to 
the railroads of this country. Then they talk about pros- 
perity! Gentlemen, whenever we have Congressmen that 
represent the people of this country, who try to reduce taxes 
in the place of making expenses so high that business cannot 
bear it, then we can talk about getting back to normal, and 
talk about getting back to a pre-war condition. 

Now, I did not exactly agree with the chairman in the 
remarks he made relative to Congress being to blame for 
all of it, because I remember the recommendations made by 
our Treasurer of the United States for some years back. I 
remember, before the change of administration, that Mr. 
Houston of St. Louis made recommendations that we would 
have to spend four million. Being a Democrat, I cast off 
Houston and went clear over and voted for the other fellow; 
but I don’t know whether I helped things very much the 
other way, because, believe me, the first recommendation of 
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Secretary Mellon provided and demanded four and a half 
billions of dollars; and in every one of his recommendations 
to the Congress of the Uunited States he has asked for more 
money than either the bill of the House of Representatives 
or the United States Senate will provide for. So I don’t 
think that the Administration is clearly free from this extrav- 
agance. I think they are partially to blame, and that the 
party has not kept their pre-election promises. But, gentle- 
men, the problem of the farmer, as this gentlemen has stated, 
is exactly the problem of every other man in this country. 
You cannot legislate him rich. I remember a short time 
ago when a Congressman introduced a bill that the United 
States was to issue a billion dollars of farm equipment bonds. 
Now, you know what farm equipment is, gentlemen. You 
have seen it all under the high heavens of Kansas, without 
a single shelter over a piece of machinery. You have seen 
it down the Mississippi, where the plow of the one-mule 
“nigger” lay there rusting to pieces. That is the equipment 
that some fool Congressman wanted to issue a hundred 
million dollars of bonds on. I believe something will be 
accomplished by our farm loan agencies; but it does seem 
to me that we are wrong in this way, gentlemen: that if we 
had made as much of an effort to get the farmer out of 
debt as we have made it easy for him to get in debt, he would 
be in far better condition, and so would we. 

Mr. Huston: There is in session in Washington at the 
present time, as you know, a committee to investigate farm 
questions and matters pertaining to farms, and their recom- 
mendations as to legislation will probably control during the 
present administration at least. It would be useful to them if 
a:committee from the American Bankers Association, actually 
knowing conditions, would formulate some plan and make 
some recommendations. It would be very courteously re- 
ceived—very thankfully, I might say. They may not agree 
with you, but they would be glad to hear you. 

I want to say that in all the talk that has been going on 
today you have missed what I have been trying to get to you. 
- It is not any different whether a certain farmer has bought 
a Packard when he ought to have a Ford. It does not make 
any difference now. That is not the fellow we are trying to 
help, as a rule—not in my notice, not in my banks, and not in 
the banks that do business with me—and I represent about 
150 banks in Illinois and Iowa; I am fiscal agent for them; 
I borrowed thirteen million for them; and I know what those 
fellows are up against. Those men bought farms five years 
ago and ten years ago. They knew when they bought them 
it would take ten or fifteen years to pay for them. They 
borrowed what money they could on mortgage; they borrow- 
ed more at their banks. They have paid off on those mort- 
gages, and mortgages have been reduced ; but those mortgages 
are falling due in the East in large volume. During the last 
four months, in one community, there was $300,000 of mort- 
gages that fell due, the greater part of which I had made my- 
self three years ago. Most of those mortgages had had sub- 
stantial payments made on the principal, and yet they could 
not be renewed at any price. We could not find the money 
at any price to renew those mortgages, so they went out and 
they just raided those local banks. The rest of them are 
either under foreclosure or threatened with foreclosure; and 
those mortgages won’t average 30 per cent. of the value of 
the farms. During the last sixty days, one insurance com- 
pany—and I can give you the names of the farmers, or a 
good many of them, that borrowed the money—loaned two 
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million in Iowa. The local banker or the mortgage man— 
I won’t call them mortgage bankers, because there is not such 
a thing—if they called themselves that in Illinois, we could 
put them in jail—charged 5 per cent. cash commission, and 
the insurance company paid out on those lands in Fourth 
Liberty bonds at par. You know and I know that each in- 
dividual farmer borrowed every dollar that he could of his 
neighbors and his relatives. And that is what is hurting 
those country banks today. Now, whether one of those 
farmers bought a Packard when he should have had a Ford— 
whether he sent the boy to college when he ought to have 
kept him in the cornfield—that is past; that is done. This 
is the condition today. Three months ago today there was 
a national banker in my office. He had $75,000 capital, $40,000 
surplus, and about $700,000 deposits. He told me that he had 
lost during the last thirty days $200,000 in payment of renew- 
als of mortgages—I mean pay-off mortgages that could not 
be renewed. He says, “There is $500,000 coming due in the 
next six months, and if I cannot get some money in sight, I 
am going to close my doors.” And he did it; and every 
note in that bank is good. Men are in my office talking like 
that every day. Now, that is the condition. We have got to 
get mortgage money there. And this one crop, whether the 
corn is worth thirty or fifty or sixty cents in the country, is 
not going to make any difference to that banker or that 
farmer. It is mortgage money he has got to have. 

There are insurance companies and localities where they 
say, “We are taking care of our farmers; there have been 
no foreclosures.” That is true. This is a big country, and 
in that next county, or fifty miles from there, there may be 
a large number of mortgages coming due and under threat- 
ened foreclosure any day. Now, that is the condition. If 
we can do anything to relieve that, we have accomplished 
what I tried to do here today. I believe it is a serious situa- 
tion;-I know it is. I have talked to the auditors of five 
or six different states in the last three years—have been sent 
for—and state treasurers in two or three cases. I have had 
submitted to me during the last three or four months state 
rural credit laws framed to a certain extent upon that of 
South Dakota, by seven central west states, authorizing the 
state to issue and sell its “own bonds in order to carry mort- 
gage loans for the farm. Remember, in South Dakota 
they have loaned thirty-three millions in the last twelve months 
to their farmers. You are going to have that passed in the 
various states; and the state legislature cannot stand up 
against that demand. Those farmers must be financed. Most 
of those laws are fairly well drawn; but I have talked to 
men—the whole committee in South Dakota, and in other 
states, that are loaning money that way. They admit that 
they cannot control it. They say, “We cannot put a loaning 
value of sixty dollars an acre in this county and fifty in 
that one. We cannot do it; it is too close home. It ought 
to be handled from Washington.” Now, the only thing that 
I say—I have no suggestions to make; I am merely stating 
conditions—is that if you appoint a committee, that com- 
mittee in Washington will be glad to receive you. The agri- 
cultural block of the Senate and of the House, which com- 
prises 156 Senators and Congressmen, are in full accord 
with everything that will give relief. We know, in talking 
about Congressmen, it is just as idle to talk to the individual 
voter as it is to the individual Congressman. There are not 
more than thirty or forty Congressmen down there that 
control their own votes, and five or six Senators. You have 
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got to get to the right committee. You must go down there 
with an organization with the backing of thousands of men 
with large interests, and they will listen to you. We got 
a bill passed down there in the last session of Congress. There 
were six thousand eight hundred biils ahead of it. Six 
thousand eight hundred! And we had to get this bill taken 
out of its regular order and get it through for the joint 
stock land banks, and those Congressmen were just like the 
average banker or lecturer, and could not repeat the name of 
the bank, and didn’t know what it was for. We finally got 
it through; but it took a lot of work. But those fellows 
want to do the right thing. The people need it, and it is 
good for the country. If you have a committee that under- 
stands this and can take it down and present it to them, 
you will get some results; and they will be glad to work 
with you. 

Mr. Davis of Mississippi: In our section, like other 
sections of the country, we have gone down into the depths; 
but just now we see a light shining a little brighter in the 
medium of short staple cotton. It is back to twenty cents a 
pound, and the long staple thirty-eight or forty cents; so 
it begins to appear that the farmers are going to pay off 
the mortgages out of their own production this year. Before 
that law began to be tested, the Federal land bank system 
rendered a great service to us, as I guess it did in other 
sections; but it has been tied up some. Now it is coming 
back in a small way, and if that bank is functioning to its 
greatest extent, we would hardly need anything else. It 
would be about all that we would need so far as credit 
is concerned. And it might be of interest to those assembled, 
Mr. Huston, for you to give an expression of your idea 
as to about when the Federal land banks will be functioning 
fully. They may know about it, but I don’t, so I would like 
to ask that you explain the difference between the joint 
stock land banks, and how they help the farmer, and the 
Federal land bank. First, about when will the Federal land 
banks be functioning fully and properly, and next, the differ- 
ence between your bank and the federal land bank. 

Mr. Huston: Less than four months ago the Federal 
land bank sold forty millions of bonds. That money was 
apportioned among the different banks. I am a little em- 
barrassed because I think the president of the Federal bank 
is present. It was well-placed; it was only a drop in the 
bucket. Maybe you got $5,000 in your community, or maybe 
$20,000. If you did, you are lucky; they spread it out as 
well as they could. There was $60,000,000 offered to them. 
The difficulty has been that the law was inelastic. It limited 
loans to 6 per cent. and the bonds to 5. We got permission 
to increase the rate of interest on bonds to 5%, which gives 
a gross profit to the bank issuing that bond of $5,000 on the 
million—too narrow to handle any volume of business, al- 
though recognizing that this is a quasi-public institution. The 
Chicago Bank sold $5,000,000 of 5% bonds and are putting 
the money out, but we are limiting it strictly to banks and 
communities that are in distress. We let it be known that 
we would have some money, and we have in our files appli- 
cations for a hundred millions and more. We cannot start. 
We sent a man down to Galesburg, in the richest part of 
the corn belt of Illinois, where the land runs $300 to $500 
an acre, to appraise on three farms. I was away from home 
at the time. They, finding he was in the neighborhood, sent 
in apptications and appraisers’ reports on over $800,000 of 
farms in one day, and we had only $5,000,000 to cover two 
states. That is the present condition. The Federal land 
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banks can function to their greatest extent. They are doing 
wonderful good, and they should be supported by everyone. 
There is absolutely no friction between the two banks. We 
are working side by side towards the same end. Unless 
these joint stock banks have their full quota of fifteen mil- 
lions of bonds to one of capital, any more business they 
take is simply like selling this man some stock in order to 
loan that man some money at 6 per cent. in order to sell 
him some bonds. Any profit goes to the new stockholders, 
—not the old ones. It doesn’t gain the Chicago bank an- 
other nickel if we never sell another bond or loan another 
dollar. We are simply loaning our credit to the new banker 
who comes in. He says, “I have got to have $150,000.” 
We say, “All right. If you want to put up $10,000 of our 
capital, we will get around to you. They are coming too 
fast, but as fast as we can get to you we will let you take 
it up, and whatever profit there is in that transaction goes 
to you.” The stock is subject to tax, and we have the nec- 
essary overhead. The same thing applies to the . Federal 
land bank. But we must sell those bonds. We have not 
been able to sell the 5 per cent. bonds; and the treasury has 
been offering the Federal land bank bonds, making treasury 
offerings that have been selling better, and I believe the issue 
made this week will be sold this week. The joint stock 
land banks guarantee each other’s loans. As to the 
individual borrower in a Federal land bank, he is 
required to take part of the stock, join the local associa- 
tion, a very wise thing, the best thing that ever happened 
to him; but in this country the farmer is an individualist. 
His father felt crowded when he got a neighbor. within 
half a mile. He loaded the cook stove on his wagon and 
took his axe and got out and chopped out another farm 
where he had room to develop. These people are descend- 
ents of them. They will go into a cooperative creamery, 
or something else, but they don’t like to stand anything like 
this. Then we have another thing. Of these original ten 
men who started that, two were Germans. They live around 
the Lutheran Church. They are good, steady farmers. The 
American farmer living in the neighborhood might hesitate 
to go over there and ask these Dutchmen to come in with 
him. If he did, they might think he was a wild boy and 
not allow him in. And this is supposed to let everybody have 
his choice as to which way he will come in, and to put into 
the system the individual initiative. We are handicapped to 
the extent of about 10 per cent.—the joint stock banks are. 
The Federal land banks have twenty to one differential. We 
have only fifteen to one. Our gross income can never ex- 
ceed 15 per cent. Theirs is always 20. We are subject to all 
taxes; they are subject to none. There are other differences, 
but it doesn’t make any difference to the farmer who gets the 
money. That is what we want—to get that money to that 
farmer. If Mr. Phillips can supplement this explanation in 
any way, well and good. 

Mr. Puitires: There is a difference in the amount they 
control. 


Mr. Huston: The Federal banks are limited to ten 
thousand, while we are limited to fifty. The money must 
be used for agricultural purposes. I don’t remember any 
other difference. In each of them the farmer—well, in theirs 
he is supposed to actually live on the farm or supervise the 
farm. If he supervises the farm, with the joint stock land 
bank, he-is eligible. In theirs I think he has to live on the 
farm, but there is really very little difference. 
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The question was called for on the motion of Mr. Phillips 
to appoint a Committee of Five on Farm Finance and the 
same was carried by a unanimous vote. 


Branch Banking 


President McDougal stated that it had been suggested by 
some of the members of the State Bank Division that An- 
drew J. Frame of Waukesha, Wisconsin, be heard on the ques- 
tion of “Branch Banking,” and, there being no objection, Mr. 
Frame read a paper entitled “The Branch Bank Menace,” in 
which he said: 

“The National Bank Act under Sec. 5155 reads, ‘It shall be 
lawful for any bank or banking association, under state laws, 
and having branches, * * * to become a National Bank- 
ing Association * * * and to retain and keep in opera- 
tion its branches, or such one or more of them as it may elect 
to retain, etc. Direct branch banking was not authorized un- 
der that act, but bills are of late years periodically pre- 
sented to pry open the door to final freedom. Two bills, 
Senate No. 39 and H. R. 6257, are now before Congress. The 
essence of the first provides for one branch in any city or 
county having 25,000 population. The number of branches 
may increase with the population to the point, “That in no case 
shall any national banking association have more than twelve 
branches.’ The H. R. bill is somewhat similar, but limits 
branches ‘only in states where state banks have this privilege.’ 

“It would seem the time has come, when a bill to clarify 
and repeal these seriously objectionable features should be 
enacted; therefore may we present the following for general 
support: ‘A bill to amend Section 5155 of the United States 
Revised Statutes relating to branch banks under the National 
Bank Act. Be it enacted by the Senate and House of Repre- 
sentatives of the United States of America in Congress 
assembled. 

“Ist—That so much of Section 5155 of the Revised Statutes 
of the United States which reads, “and to retain and keep in 
operation its branches, or such one or more of them as it 
may elect to retain,” is hereby repealed. 

“ 2nd.—That no part of Section 5155, or the act authorizing 
consolidation of national banks as passed Nov. 7, 1918, or 
any other statute of the United States, shall be construed as 
permitting national banks to have domestic branches within 
the United States. 

“3rd.—That this bill is not intended to repeal any act of 
Congress authorizing any United States bank to establish or 
maintain foreign branches. 

“‘4th—To enable the few banks having domestic branches 
to either dispose of or organize them in accordance with 
law, this act shall take effect and be in force on July 1, 1922. 

“The propagandists of amalgamations and especially of 
branch banking have spread broadcast of late years their 
reasons for so doing, doubtless with a view of 50 or 100 great 
central banks absorbing our 30,000 independent banks, which 
alone have done more to fructify the wonderful prosperity 
of this nation than all the ‘Cream Skimming’ monopolistic 
branch banking systems of the earth have done for other na- 
tions. If ‘eternal vigilance is the price of liberty,’ so also is 
eternal vigilance the price of maintaining our wonderful pros- 
perity. The paramount question is, will we ‘sleep at the 
switch’ or awaken to our peril after monopoly engulfs us? 
Will our statesmen heed Lincoln’s unselfish logic by conferring 
‘the greatest good to the greatest number’ through elimina- 
tion of the cancerous growth? Let us reason together a 
little. If we repeat some of our former reasons, let us re- 
member that ‘continual dropping wears away the stone.’ If 
our reasons seem logical, let the voice of the multitude be 
heard in the halls of Congress to repeal the ‘back door’ me- 
thod of national banks buying state banks with branches or 
state banks having branches to incorporate under the Na- 
tional Bank Act and to retain them. We say ‘back door’ me- 
thod because the law seems clear that, ‘If two national banks 
(neither having hranches) are consolidated under the act of 
November 7, 1918, the bank can maintain but one bank- 
ing office. The United States Supreme Court, 1870, quotes 
the provision of the National Bank Act requiring the usual 
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business of the bank to be transacted at an office or hank- 
ing house in the place specified in its organization certificate, 
which decision seems to be later accepted by the attorney 
general of the United States (see 1921 United States Digest 
of Decisions relating to National Banks, p. 28). 

“Notwithstanding these restrictions, the 1920 report of 
the Comptroller of the Currency, p. 225-6, lists the follow- 
ing, all except six ‘approved’ under Comptroller Williams’ 
administration : 

“Alabama—Albertville National Bank—branch at Arab. 

“California—First National Bank, Bakersfield—branches 
at Taft, Wasco and Maricopa. 

“California National Association, San Francisco—branches 
at Portland, Oregon; Seattle and Tacoma, Washington. 

“Louisiana—Calcasieu National Bank, Lake Charles— 
branches at DeQuincy, Jennings, Kinder, Lake Arthur, Oak- 
dale, Sulphur, Vinton, Welch. 

“Michigan+City National Bank, Battle Creek—branches 
at Battle Creek and Jackson. 

“Mississippi—Pascagoula National Bank of Moss Point— 
Pascagoula branch. 

“New York—National Commercial Bank & Trust Co., 
Albany—branch at Albany. 

“New York City—Chatham & Phenix National Bank— 
12 branches. Public National Bank—5 branches. Irving Na- 
tional Bank—8 branches. Mechanics & Metals National Bank 
—9 branches. 

“North Carolina—American Exchange National Bank, 
Greensboro—branch at Greensboro. 

“Oregon—First National Bank, Milton—branch at Free- 
water. 

“Virginia—First Bank, Abingdon—branch at 
Abingdon. 

“Washington—Union National Bank, Seattle—branches at 
Ballard and Georgetown. 

“How many more have been ‘approved’ since October 30, 
1920, we are not advised. We know that three branches of 
the National City Bank of New York were opened in August, 
1921. In view of these facts, coupled with the further fact 
that some states permit limited branch banking but most 
states do not, there are some 800 branches of State banks 
now doing business here. They are increasing. The Corn 
Exchange Bank of New York has near!y doubled its number 
in late years and now has sixty to seventy branches. The 
Bank of Italy in San Francisco has now upwards of thirty 
branches in twenty or more towns in California. 

“Notwithstanding the great American Bankers Associa- 
tion at Kansas City in 1916 condemned ‘branch banking in 
any form’ with but two dissenting voices, yet bills have 
been annually presented in Congress to permit branches under 
the National Bank Act, and under various limitations in 
cities, to practically unlimited authority everywhere. Al- 
though the American Bankers Association legislative com- 
mittee fi-ed objections to these bills, yet the evidence seems 
conclusive to those having inside information that the ‘steam 
roller’ was and is operating quietly to accomplish its ends. 
The voice of the vigilants in many states has been potent in 
sidetracking these bills. 

“Some good men seem not to fear the octopus. Let us 
see. In 1920 a bill to permit branch banking in citiés, quietly 
passed the United States Senate and the House Committee 
on Banking and Currency approved its passage, but through 
the vigilance of objectors, was recalled and defeated at a 
later committee session. Again in 1920, when the 120 subur- 
ban banks outside the loop in Chicago voiced by resolution 
their opposition to this bill, an answer came back from a 
high official in Congress, saying in part, ‘No amount of bunk 
about the monopolistic system of Canada, or in the great 
centers, will long prevent the passage of such a hill as we 
propose.’ Again, two bills are now in Congress, S. 39 and 
H.R. 6257, embodying certain limitations, doubtless as er tering 
wedges to later open the door wide to ‘Canadianize’ and 
monopolize our wonderful banking systems. 

“To our mind, the vital question is, are you bankers and 
citizens generally ready to surrender to monopoly? After 
nearly sixty strenuous years in upbuilding a good bank, we 
feel we cannot consistently be accessory to our own hanging, 
and therefore will sustain the repeal bill herewith. Can we 
afford to ‘sleep at the switch?’ The honeyed reasons for 
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these bills in the United States are that New York and 
some other states permit branches largely limited to the 
cities, but these branches are increasing. Such a cancerous 
growth is sure to eat out the vitals of the independent banks 
by slow degrees. Chafing under restrictions, the advocates 
of monopoly are quietly working to open the door wide. If 
it is a slow poison that is eating out the life of the inde- 
pendent banking system in a few states, is that a sound 
reason for grafting the cancer upon the great national bank- 
ing system? 

Mr. WitiAMs of California: I realize in speaking before 
this gathering, that 95 per cent. of you will not agree with 
me. Nevertheless, I feel that | owe it to myself and to my 
own convictions to transmit to you at least some of the 
ideas of which I am possessed. I grant that we have thirty 
thousand odd banks in the United States which have served 
their respective communities well. I would be the last person 
to detract in any fashion from the splendid service that has 
been rendered by those banks. But I, at the same time, am 
quite convinced that the same activities, by the same men 
in cooperation with and part of larger institutions, which 
could place large funds at their disposal at times when they are 
most needed, could render far better service, far more -help, 
than they have been able to up to the present time. I think that 
Mr. Huston gave you a far better argument in favor of 
granch banking than would be possible for me, because he 
brought before you certain concrete facts which I would 
not care to refer to as a matter of contrast. The previous 
speaker stated that this is a cancerous growth. Cancerous 
attacking what? The individual who happens to be in the 
banking business in some locality? Or attacking the com- 
munity interests, the commercial activities, and the financial 
and economic life of those communities? Which is it doing ? 

We cannot compare the effectiveness or the lack of it 
of the Canadian system with. that of the effectiveness of the 
system in the United States. We don’t admit that Canada is 
equal to the United States in any other of her capacities and 
activities. We don’t admit, those of us who are in favor of 
branch banking, that branch banking has held Canada back 
and placed Canada at such a disadvantage with the United 
States. There are other contributing elements there that are 
just as important, and far more important, as a matter of 
fact. They have had some large failures of banks in Canada. 
They have had no supervision of banks in Canada. There 
is a vast difference between banks that are supervised and 
banks that are not supervised. Again, the previous speaker 
stated that the profits of branch banking operations are not 
distributed throughout the communities. Those are all prem- 
ises assumed by what may be the condition some place, but 
are not necessarily an accompaniment of branch banking. 
We may have various conditions of business, various methods 
of control, but it does not mean that those are necessary 
accompaniments of the conduct of the business of branch 
banking. The fact is that the well conducted, the properly 
created bank with branches can serve its community and thus 
serve the communities where its branches are located, 
equally as well in all cases, and in many cases much better. 
We all know that the individual small bank, when it needs 
to have additional funds, must go some place and discount its 
paper or it must go some place and borrow or it must shut 
its doors. The properly conducted, the properly equipped 
bank operating branches has funds for distribution, for 
movement, as crop movements call for funds or as the vari- 
ous seasonal demands are developed; and the properly or- 
ganized bank would have those funds except in times of ex- 
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treme stress, when no one would have them; but if any 
institution can have the funds as the result of the then exist- 
ing economic financial condition, certainly a bank operating 
branches can have such funds. Banks operating branches 
in many instances, many times of the year, at various points, 
will be loaning far more money than they are having at that 
time in deposit. 

The previous speaker also referred to the difficulty of 
making loans. That is not necessarily an accompaniment. 
If you lay down those conditions, yes. But there is nothing 
in the world to prevent a branch manager from making 
loans of $500 or $500,000 if the capital and the institution is 
big enough. But it does mean also that when the branch 
manager comes to make a loan of .$500,000, he has places 
from which he can get information, places to appeal to to get 
information that he himself could not have if he attempted 
to get it; he would have to get it from some other outside 
institution. He would have no machinery at all at his own 
command that would place at his disposal any such informa- 
tion. The credit information of a community and of 
individual large borrowers in that community is of tre- 
mendous importance. To go into and cover concrete cases 
would not serve any purpose, any particular purpose; but 
the concrete fact, the broad fact, is that banks are in exis- 
tence to serve the community, to serve the public. They are 
not in the business simply to give an opportunity to be in 
business. National banks exist for only one constitutional 
reason—to provide a means for the issuance and control of 
the currency. That same particular reason for existence 
does not apply to state banks, of course, but they are expected 
to play, and at the present time are playing, a very large 
part in that very self same purpose, by being members of 
the Federal reserve system. The national government itself 
has recognized the fact that it cannot conduct its business 
properly in the broadest and fullest sense without having 
branch banks. While the Federal reserve system came into 
being, with its twelve separate and distinct banks tied to- 
gether through the medium of the Federal Reserve Board, 
nevertheless, at the present time there are necessarily in 
operation 23 branch banks to help the Federal Reserve Bank 
to properly perform its functions. We have in this country 
something upwards of 400 banks that are operating branches, 
operating altogether, I think, within the United States, some- 
thing over 1,000 branches. I think the experiences those 
banks have had in serving their respective communities would 
be very interesting. 

Mr. Waconer: Mr. Chairman, I want to make a motion 
that this body, which is representative of the state bankers 
of America, go on record as being absolutely opposed to 
branch banking. 

There were several seconds to the motion and President 
McDougal asked if there were any remarks. 

Mr. WaGonER: I believe that the financial system that 
carried this country through the greatest crisis that this 
world has ever seen, that kept American credit the best of 
any credit in the history of the world, that has left us with 
the most solid financial institutions of any nation in the 
history of the world, is good enough; and I do not believe 
that it can be improved on by the adoption of a system of 
branch banks, under which England’s system went down to 
wreck and ruin forty-eight hours after war was declared. It 
was my privilege to wear the uniform of my country during 
the late war—not because I had to go, because I had passed 
that age many years, but because I wanted to. And for 
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three months and a half of that time I was stationed in 
England, and I learned something of the branch banking 
system of England. And one of the greatest manufacturers 
of England said to me that the branch bank system is the 
one thing that has destroyed all initiative among the young 
men in England. He said to me that it is utterly impossib!e 
to get backing to back a new financial enterprise of any kind. 
They are all in the old line. Mr. Frame said that there were 
about forty banks in England. I want to correct the gentle- 
man. At the outbreak of the war there were thirteen real 
banks in England, and at the close of the war there were six. 
And I never saw as poor accommodations along the line of 
banking business as we were rendered by those banks during 
the war. They do refer all their great loans to London. 
There is no such a thing as individual initiative in business, 
or quick decision as to the making of loans. And, gentle- 
men, I want to say to you that while it may be apparent at 
the start that branch banks are charitable institutions run 
for the good of all the people, I think you will find out in 
a very few years that they are anything but charitable institu- 
tions, and that they are run for the benefit of the stockholders, 
For these reasons and for many others that I could state 
if I had the time, I am absolutely opposed to branch banking 
in any shape or form. I am opposed to it because it is un- 
democratic, opposed to it because it is unrepublican, and op- 
posed to it because it is un-American; and for that reason I 
propose the adoption of this resolution. 

There being calls for the question, President McDougal 
said, “You have heard the question, which is that we flatly 
go on record as opposed to branch banking of any kind. Those 
in favor of the motion say aye, those opposed, no.” 

PRESIDENT McDouGAL: The motion is carried by a large 
majority. 


Blue Sky Laws 


Mr. C. N. Prouty of Kansas City, Kan.: There is just 
one thought there. I wonder what other states ‘are doing in 
the way of blue sky laws. We have some in Kansas. Some 
have not been lived up to closely, but we have all the laws we 
need. We hope to live up to them better than we have in 
the past. I just offer this, and wish to know if it is being 
considered. If anything is being done in the other states, I 
would like just an expression as to what it is. 

Mr. Brown of California: I might state this: If you 
follow the laws of the State of California in regard to blue 
sky laws, and have them enforced as carefully as they are 
here, you probably will find you will have very efficient laws. 
That also applies to banking. 

Mr. FRAME: We have a blue sky law, and it is doing a 
great deal of good, and the securities are protected.” 

Mr. SPEKENHIER of Louisiana: We have a blue sky law in 
Louisiana, and are living up to it. 

Mr. Tuomas: We are enforcing the blue sky law in 
Louisiana, and they are living up to it pretty well. It is 
getting better as time goes on. We are doing pretty good 
work in Louisiana in the blue sky matters. 

Mr. Prouty: It has done lots of good and has been of 
help in our state, Kansas; but I do think, if each state 
would hold to it and see to it that they have certain laws, 
and that they are lived up to, that it will be of incalculable 
good. 


There being no further business, the meeting adjourned. 
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Second Session 


WEDNESDAY, OcrToBErR 5 


The Second Session of the Fifth Annual Meeting of the 
State Bank Division was held Wednesday afternoon, October 
5, and a clear track was given to the report of the Committee 
on Exchange, of which Charles de B. Claiborne is chairman. 
Mr. Claiborne said, “It seems to be the fate of the chairman 
of a committee of this kind to always be in a more or less 
humble mood. I believe I told you last year what happened 
to me at the first convention that I ever attended. It was 
at Macon, Georgia. I was invited to lunch by a certain bank- 
er. As I sat at the table I asked the waiter to give me a bill 
of fare, which he did. I, however, had forgotten my glasses 
at the hotel, and I was unable to make out distinctly what 
was on the bill of fare. I was still looking at it, and I said 
to him, ‘Will you kindly tell me what there is on this?? He 
said, ‘Boss, you will have to excuse me, but I ain’t got no edu- 
cation either.’ I am happy to see that there are not so many 
interested in the subject today. I can tell you that in the next 
thirty or sixty days we expect this subject to be forgotten for- 
ever. I understand positively that it is going to be settled. 
I am not in a position to tell you yet; but I know that it will 
be satisfactory to ninety per cent. of the banks. Your com- 
mittee, however, feels that we ought to tell you what has been 
done thus far in order that you could feel that the A. B. A. has 
done everything in the world to assist in this matter. I am 
going to be as short and concise as I can. Last year, as I 
told you, I abused your good nature by talking about an hour 
and a half. This time I am going to talk to you about ten 
minutes. I say short and concise because sometimes even 
eloquence may have its faults. There was once a certain 
constituent from Mississippi that had occasion to visit Wash- 
ington. He called on his Senator, and the Senator, thinking 
to do honor to the gentleman from Mississippi, thought the 
best thing to do was to show him the Senate chamber; and 
as the Mississippian went by the Senate chamber he heard 
an awful noise. He stopped and asked a darkey that was at 
the door, apparently acting as a sergeant-at-arms, what was 
going on. ‘Why,’ he says, ‘that is Senator Monkeyfuss from 
Alabama making his maiden speech.’ ‘Well,’ he said, ‘he is 
some talker, isn’t he?’ He said, ‘Yes, sir, boss, he is some 
talker.’ He said, ‘How long has he been talking?’ ‘About 
four hours.’ ‘Four hours—well, what is he talking about?’ 
‘Well,’ he said, ‘he ain’t said yet, boss.’ ” 

The report of Mr. Claiborne as Chairman of the State 
Bank Division Committee on Exchange was similar to his 
report as Chairman of the Committee of Five of the Ameri- 
can Bankers Association, which will be found in the report 
of the American Bankers Association proceedings elsewhere 
in the Journal. 

PRESIDENT McDoucGaL: I think the Association is to be 
congratulated on the work of the Committee and that Mr. 
Claiborne is chairman. When we met a year ago no such en- 
couraging report could be made, and I sincerely trust that it 
will work out as he says. It would be in order for somebody 
to move that the report be received and adopted and the 
recommendations therein approved. 

Mr. J. A. SPEKENHIER of Bogalusa, Louisiana: Mr. 
Chairman, I make that motion. I would like to add to it a 
vote of thanks to the Honorable Charles de B. Claiborne, of 
New Orleans, who has overdrawn his health account by get- 
ting this fight through. I think that our bank was the first 
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bank to join the Georgia banks in getting an injunction 
against the Sixth District Federal Reserve Bank; and I 


know the work that Mr. Claiborne has been doing, and he’* 


is entitled to a warm vote of thanks of the state banks of the 
United States. 

Mr. Woop of Oregon: I also wish to second the motion 
and I wish to state that I am the fellow that started the suit 
against the Federal Reserve Bank in our district, and I am 
very glad that Mr. Claiborne has given us such encourage- 
ment. 

The motion was unanimously carried. 

PrEsIDENT McDoucaL: This work that apparently has 
been almost accomplished is one of the practical things that 
divisions of an association of this kind could do. We may 
come together and listen to a lot of technical speeches and 
do nothing, and it does no particular amount of good. 

“At our meeting last Monday we had real discussion by 
men who know concerning the present financial condition and 
needs of the farmer. The farmer has seen the prices of what 
he sells drop to pre-war prices or lower. In spite of an- 
nounced reductions, prices of farm machinery, farm imple- 
ments, fertilizers and, with few exceptions, everything he 
buys, measured in dollars, are still too high. Measured in 
farm products, prices to him actually are higher than during 
the war, in some cases much higher. 


What keeps these prices high? Principally high priced 


labor, high freight rates and heavy taxes—high priced labor 
on raw materials and finished products perhaps through sev- 
eral processes in several different factories, with several high 
freights largely composed of the cost of high priced railroad 


labor. added. To the prices swelled by all these charges must 
be added all the taxes that are laid on business. Congress 
knows that it is fooling the public when it says that it is 
taxing big business. Congress knows that in big business or 
in little business such taxes are merely additional expenses 
which are added to the price and paid by the buyer. 

Because farmers are not in transportation centers they 
are the worst sufferers. Every unnecessary dollar spent for 
wages, or for taxes, on products which the farmer uses or 
does not use, or for their transportation by rail or water, 
directly or indirectly adds to the cost of everything that the 
farmer buys. What he buys costs him more than it should. 
What he sells brings him less than it should. He loses going 
and coming. Not only the farmer, but all consumers pay more 
than they should and then together, farmer and all, hurrah 
for the demagogues in and out of Congress who are shouting, 
“Tax big business!” 

Union labor professes to be fighting the railroads. Ex- 
cepting itself and its families it really is fighting every man, 
woman and child of this nation. Railroad capital may be 
paid in by stockholders, but railroad wages must come out of 
fares and freight charges which must be paid by the public. 
The houses we own, the rent we pay, the clothes we wear, 
the food we eat, everything we need, with very few excep- 
tions, cost too much, and will continue to cost too much until 
we realize that we who buy to consume always must pay in 
increased prices all such increases in wages and taxes. 

One prime necessity, without which we cannot have re- 
duced railroad fares and freight rates, is the immediate 
abolishment by Congress of the War Labor Board. The war 
is over and a war labor board is no longer needed. That 
would be true were the board doing well. No business can 
be economically managed if a third body or person can come 


between the executive officers and the employees. Besides, 
no board could do much worse. It is endeavoring, not only 
to perpetuate the ridiculous rules formulated by McAdoo 
and the railroad unions, but arbitrarily to add to them. Under 
the McAdoo rules railroad officers cannot control the men 
under them, They often are compelled to pay men for time 
not worked, a full day’s pay for an hour or two of work, two 
days’ pay for one day’s work. 

Should a railroad union man be called for one service and 
used for another he must be paid for both; one day’s pay 
for the service for which he was called and did not perform 
plus one day’s pay for the service for which he was not 
called and did perform. Could anything be more wasteful? 
Can you expect lower fares and freight rates under such con- 
diticns? Can you expect anything of a war labor board that 
would perpetuate them? There are many rules and practices 
as bad or worse. The war labor board is backing the labor 
unions against the public which is paying high passenger and 
freight rates. It has gone so far as to make rulings which 
it knows to be in flat opposition to plain decisions of the 
United States Supreme Court. Its attitude and actions 
plainly show the danger of government interference with 
business, and the necessity for its own abolishment. 

PRESIDENT McDoucaL: The next order of business will 
be an address on “The Importance of Efficient Bank Super- 
vision, and How It May Be Secured,” by Hon. L. E. Thomas, 
Superintendent of Banks of the State of Louisiana. 

Mr. THomas: I would be glad to preface my address 
with something in regard to the Federal reserve system and 
the par clearance attitude that Louisiana has assumed in that 
respect. When they first proposed the proposition and the 
representative came to me some two years ago, wanting my 
cooperation in coercing the state banks on the question, I 
disagreed with Judge Ramsey of the 11th District of Dallas, 
and told him that I did not think that, if they had received 
any checks of non-member banks, they had the right to take 
them and then coerce them. When the system commenced 
its coercive policy in Louisiana, in order to check it, the legis- 
lature, with the approval of the banking department, passed 
two laws last year, one of which was that the bank should be 
permitted to charge an exchange or service charge not ex- 
ceeding 1/10 of 1 per cent. with a minimum charge of ten 
cents. That was passed and I compelled every state bank 
that had been charging more than that—some of them 
had been charging an eighth and some even a quarter—to 
come down to a 1/10 of 1 per cent. rate, every one uni- 
formly. That was observed. The legislature also passed a 
law at the same time that no bank should be permitted to 
present to another bank checks that had been accumulated 
over one day, or, if they did, the drawee bank should have as 
many as three days’ grace in which to pay them off in in- 
stallments, which’ makes the banks present them regularly. 
Well, that did not cure the evil altogether. They would send 
checks in to the state banks; and if the banks offered to take 
off the 1/10 of 1 per cent., they would refuse to accept. 
Then they would send out notices to all holders of such 
checks, or to the drawer thereof, that the check had 
been dishonored or protested for non-payment. So there 
was a law that was passed last week by the House unani- 
mously and will pass the Senate, I am sure, this week, our 
legislature being in session, by which, if they dishonor or pro- 
test or send a circulation of notices of the non-payment of 
any check that has been offered to be paid according to the 
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laws of the state, they shall put them in jail for six months. 
We are going to put some of them in jail in Louisiana if 
they are going to dishonor checks that the bank offers to 
pay after taking off the 1/10 of 1 per cent. They had 
a representative down there, and I can say I never heard a 
representative of the Federal reserve get a better skinning 
than Mr. Claiborne gave him down there before the Bank 
Committee a few weeks ago at Baton Rouge. I only want 
to mention some of these facts because some of the other 
states, unless this matter can be adjusted, may get some ideas 
of how this has been handled to remedy and relieve the con- 
ditions that we have been confronted with for the last two 
years, in which the state banks have had the active coopera- 
tion of our department because we think that unjust and un- 
fair methods have been pursued by this system. In the main, 
we approve of this system as a Federal reserve system, but 
we do not approve of their methods in dealing with this ques- 
tion. 


The Importance of Efficient Bank Supervision 
and How to Secure It 


L. E. THOAMS 
Examiner of State Banks, State of Louisiana 


Mr. President and Members of the State Bank Division of the 
American Bankers Association: 


I desire to express to you my sincere thanks for the honor 
conferred in the invitation to speak to you as the representa- 
tive of the National Association of Bank Supervisors of the 
United States. It was my pleasure to address that Associa- 
tion at Philadelphia in August last, somewhat upon a similar 
line as the present topic, and I shall in a great measure 
follow the points to which attention was directed in that 
address. I feel very thankful to Mr. Allen, the Deputy Manager, 
for his kindly warning conveyed in his complimentary refer- 
ences to myself in his letter to Mr. Sims, the Secretary of 
our Association, in which he suggested that I would be very 
careful and not speak too long. I certainly appreciate his 
thoughtfulness and kind consideration for you, gentlemen, 
because I am sure he did not want you to be in the same 
situation as the boy who attended the Hardshell meeting. It 
was held at a country church and the only seats to be occu- 
pied were those made of logs with holes bored in them for 
the legs and with no backs thereto. This boy sat on one of 
these puncheon seats while the good old preacher discoursed 
for about an hour and thirty minutes upon the doctrines of 
predestination, foreordination, etc. At the close of his lengthy 
sermon this boy was pretty well worn out and still the meet- 
ing went on. A good old brother was called upon to exhort 
for a while and he occupied about thirty minutes with this 
part of the services. At the close of his address another 
good old brother was called upon to lead in prayer and he 
spent fifteen minutes beseeching the Lord for the congrega- 
tion, while this boy was worn out beyond endurance. At the 
close of his prayer the old man exclaimed with an air of 
pious unction: “Oh, Lord, may we all soon go to the place 
where congregations ne’er break up and sermons never end.” 
This boy darted out the door and as he passed through he 
exclaimed, “To hell for me.” At the close of my address I 
sincerely hope that none of you bankers will give forth a 
similar exclamation. 

The importance of efficient supervision of a bank is almost 
a self-evident proposition, but you will note that I placed the 
emphasis on the word “efficient” because supervision that is 
not efficient is worse than none at all, for the reason that it 
leads the bank officials to neglect of duty and causes the 
public to think they have full protection by reason of super- 
vision when they have none. The main purpose of all 


supervision is to secure obedience to the laws enacted for the 
protection oi the public and to prevent bank failures or keep 
banks from closing up. 

We do not wish them to be in the situation of the Irish- 
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man who came to this country from old Erin and who had 
never had the privilege of seeing a persimmon. On one 
occasion he was out in a field with Mike and he came upon 
a persimmon tree—it was during the month of September when 
the fruit was ripening. Pat asked Mike what these were and 
he said they were beautiful red apples, so Pat suggested to 
Mike to climb the tree and shake some down, which he did. 
Pat picked up one that was a beautiful pink color but only 
about half ripe, and after biting into it he exclaimed: “Oh, 
Mike, come down quick if you ever want to hear me talk 
any more, because I am closing up.” 

We do not want to see any of our banks close up and for 
that reason the various state governments, as well as the 
national government, undertake to supervise the business of 
our banking institutions to prevent just such catastrophes. 
I do not wish to pose as an expert on bank supervision, but 
I assure you it affords me a great deal of pleasure to outline 
to you my views concerning this all-important work. 

Some people who are conducting banks do not want any 
supervision and consider themselves better bankers than the 
Commissioner. Others do not want it because they prefer 
to make investments and loans of a speculative nature and 
do things that they know the Commissioner would not approve 
because they violate the law and endanger the safety of the 
bank. Supervision is essentially necessary, because, if a bank 
was confined in its operations to its own capital, its earnings 
would be very small indeed. The fact that the public at 
large deposit their funds in our banks is the very reason why 
they are entitled to have a suitable official supervise the bank 
and see that the laws which are enacted for their protection 
are duly observed. 

The position of Supervisor is a very difficult one at best 
and he has many troubles confronting him all the time. 
Unless we can secure the active cooperation of the officers 
and directors of a bank, supervision is especially difficult. 
To secure good results it is essentially necessary that the 
Supervisor should at all times take the officers and board of 
directors into his full confidence. He should get out a letter 
of encouragement to them occasionally and emphasize the 
responsibility of their position and the duty they owe to the 
public. Bringing this duty home to them cannot be em- 
phasized too often. If we can secure their earnest cooperation 
the burden will be much lighter, so that I consider that to 
be one of the first essential$ in efficient bank supervision. 

During the past two years I think there have been issued 
by my office at least five or six special letters addressed to the 
banks calling their attention to some of the dangers with 
which they were threatened during the process of reorgan- 
ization covering that period of time. Under the laws of our 
state the directors are required to examine the bank’s affairs 
twice a year and make a full report thereon under oath. I 
have had provided special blanks for them to use covering 
this examination because too often the same is done only in 
a perfunctory manner, and at the close of the examination 
the directors know very little about the real condition of the 
institution itself. 

In the next place I consider it very important that the 
Bank Commissioner should carefully review each examira- 
tion made by his subordinates and address a letter to the 
president of the bank examined, giving a careful review and 
impartial criticism of the condition of the bank. This should 
be done impartially and without any captiousness, but with a 
spirit of frankness and cordial good will that will show the 
officers that the official only desires to be of help to them and 
not a hindrance. I have made it a rule that if I write a letter 
to the cashier a copy of the same is sent to the president 
of the bank, otherwise the cashier may place it in the letter 
files and the board of directors never know that such a com- 
munication has been received. All such letters, of course, 
should be written in the most courteous manner, but a firm 
stand should be taken against any and all violations of the 
banking laws. Growling and snarling provokes ill feeling 
and gets the Commissioner in bad with the banks wnder his 
supervision. An effort at all times should be made to make 
the officials feel and realize that the Commissioner has no 
other interest at stake except the general welfare of the 
bank and the protection of the public. 

It is expected, of course, that the Commissioner will call 
attention to all things that should be remedied, many of 
which may not entail an actual violation of the law, but at 
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the same time will be helpful to the bank. For example, the 
Supervisor might mention the fact that bonds of the officials 
and employees were not sufficient to protect the bank consider- 
ing its volume of business. He might direct attention to the 
large amount of past due paper that is being carried and not 
properly renewed. He might direct the officers’ notice to the 
fact that collateral was not listed on the back of the note, 
and that many notes were being renewed by simply ‘accepting 
a payment of interest and extending same, whereas a new 
note should be taken in every instance if possible. He might 
direct the attention of the officers to the heavy expense 
account carried by the bank as well as the interest it is pay- 
ing on deposits if excessive, and likewise refer to the lack 
of cleanliness and neatness of the books of the bank, as well 
as the bank premises. All of these matters will show that 
the Supervisor is vitally interested in the institution and 
knows its condition. 

In truth, the Commissioner should have at his fingers’ 
ends the general condition of every bank in the state that is 
under his supervision, and be ready to counsel and advise 
with its officers just the same as if he were one of them. | 
know from personal experience that when a banking insti- 
tution is about to fail I sympathize with its officers and worry 
over its condition the same as though the bank was under 
my own direct control and management. 

Sometimes, of course, it is necessary to rule with an iron 
hand where vou find a cashier not disposed to comply with 
the instructions given, but who reconsiders the bank as his 
own property and desires to run it as he pleases. Such 
cashiers have to be notified where to head in. There are a 
few instances of this kind which are generally caused by their 
inexperience or a swelled head. Of course it is necessary at 
all times to insist on a strict compliance with the laws made 
for the protection of the public. The public is represented 


through the banking department and the officers of the 
banks should cooperate with this department and do every- 
thing possible to assist them in establishing the true condition 


of their institutions. Hiding things from the Supervisor or 
from the Examiner completely destroys confidence when the 
same is discovered, and likewise causes the Examiner to dis- 
believe any statement that might be made to him by the 
officers or employees. 

The Supervisor should insist on the reserve required by 
law being well maintained and that the laws be not violated 
in regard to excessive loans, paying out dividends when 
there is much past due paper and other matters of a like 
character that vitally affect the welfare of the bank. The 
Supervisor must be insistent on his instructions being com- 
plied with, but at the same time he should be reasonable in his 
requirements. 

I agree with the supervisor from Missouri that the “one 
man bank” system must go and that officers and directors 
must direct. The very fact that this has not been done has 
led to most of the bank failures of which I have any knowl- 
edge because I believe that many of the shortages that have 
taken place in banks under my supervision have resulted on 
account of a lack of attention being given to the bank by the 
other officials and directors. A supervisor should insist that 
the directors meet regularly as provided in the by-laws, and 
that they pass upon and approve all loans of any importance, 
and that when they make their semi-annual examination them- 
selves it should be done without previous notice to the 
officers or employees, at which time all the loans and col- 
lateral therefor, as well as all investments, shou!d be care- 
fully examined both as to correctness of amount as well as 
to value. The said directors should likewise have their in- 
dividual accounts of any size duly verified, and especially is 
this applicable to the small country bank. 

In order to promote efficiency in supervision the bank 
commissioner should likewise visit the banks under his super- 
vision in person occasionally and not content himself with 
sitting in his office and reviewing examinations and criticiz- 
ing by correspondence. A personal visit by the commissioner 
will show him the general management of the bank and the 
amount of personality there is in its administration. He can 
likewise look over the books and form a better idea as to 
their neatness, efficiency and correctness, and will thereby 
be in a better position to judge of the stability of the in- 
stitution. Such a visit would likewise enable the commis- 
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sioner to become personally acquainted with the officers and 
employees and make them feel that he is their friend and 
only desires their success. 

The position of Commissioner of Banks is not a political 
sinecure in any sense, but it is an office that requires inde- 
fatigable labor, constant attention, delicate tact and sound 
business judgment. Applying these qualities and staying on 
the job all the time will bring good results and when the 
banks realize that a man is that kind of a commissioner or 
supervisor they will respect his views more and will themselves 
try to conform thereto as they should. 

In order to secure efficient supervision every commissioner 

has at his service a corps of examiners, and the actual 
examination of a bank is the most important work in holding 
the bank up to the high standard which it is desired that it 
should hold in the opinion of the public. I have had the 
honor of serving as an actual examiner of state banks for 
some years, whereas at present I am discharging the func- 
tions of commissioner and supervisor, having several exam- 
iners on the road. 
_ The public at large have an idea that the bank examiner 
is a detective sent out by the government to catch the crooks 
and employees in banks who are guilty of wrongdoing. This 
is a mistaken conception of the duties of a bank examiner. 
It is true that incidentally the examiner checks the books 
as carefully as possible and occasionally locates shortages 
and embezzlements. However, the cashier that is criminal 
enough to steal the money of the people entrusted to his care 
has no hesitancy in falsifying his books, concealing the records 
and committing perjury as to the correctness of his bank 
statement. This I have seen manifested on more than one 
occasion, 

If a cashier receives deposits and issues time certificates 
therefor from a pad that is not in use at all. by the bank, 
or if he receives deposits on checking accounts and steals 
the leaves out of his individual ledger showing such deposits 
in order to make his individual ledger balance with his gen- 
eral ledger or control account, it is impossible for the exam- 
iner to locate or find the same. Also, if he receives pay- 
ments on notes that are due to the bank and does not credit 
them on the note or anywhere on the books, it is impossible 
for such shortages to be located unless the bank happens to. 
be placed in the hands of a receiver, in which event all of 
the shortages will be readily disclosed. 

The supervisor of a banking department seldom has the 
time himself to personally visit and examine the banks under 
his control and is therefore compelled to rely on the in- 
vestigation of his examiners. The first requisite to efficiency 
in the examination of a bank, and which is a necessary 
corollary to efficient supervision, is to get a good examiner: 
This is not always an easy undertaking. Many good men 
possess qualities of an examiner from a clerical standpoint 
but are possessed of poor judgment in the matter of credits 
and the exercise of what we commonly call “horse sense.” 
Of course it is essentially necessary that he should be thor- 
oughly moral and reliable and be selected without reference 
to politics. When I became Commissioner I did not change 
a single examiner in the department that was employed by 
my predecessor because I recognized them as competent and 
efficient and did not believe it to be good policy for the 
service to make any such changes. Competency and stability 
of character are essential pre-requisites of the good examiner. 

The Examiner of State Banks is not an auditor, because 
within the limited time at his disposal it is impossible that 
he can do the thorough work required by an audit. The 
examiner cannot verify the individual accounts except to 
take off a trial balance of the individual ledger and see that 
the same conforms to the control account, while at the same 
time he looks carefully at each account to see that no false 
balances have been extended thereon. One of my exam- 
iners, after having had the individual ledger falsified on him, 
stated that when he goes into a bank these days he calls 
for the individual ledger and then seals up all the notes 
and securities and proceeds to count the cash. I might say 
parenthetically that no examiner should permit the individual 
ledger to be posted in any way whatsoever after he goes 
into the bank for his examination, because if things are not 
right in that bank the individual ledger will be doped or the 
leaves pulled before he can take off his trial balance. The 
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complete work of verification of the individual ledger can 
be better accomplished by the board of directors when they 
make their semi-annual examination. At one time I had an 
idea of calling in passbooks or having statements sent out 
to the individual customers for verification, but I decided 
that with a country bank such a course of procedure might 
have an injurious effect and the customers become frightened 
as to the real condition, so that the idea was abandoned. 

My judgment is that a compulsory vacation of two weeks 
for the employees of small country banks will have a good 
effect in minimizing embezzlements. If the bank will take 
a good-sized Fidelity Bond and then let the employee know 
that he is going to be required to take a vacation without 
previous notice, and during which time he will not be per- 
mitted to come into the bank or handle its business, it will 
certainly minimize the losses caused by the embezzlement of 
bank funds. 

Of course, when an examination is made it would be 
totally inefficient unless there was an actual count of the 
cash on hand, a reconcilement of the correspondent accounts, 
including the transit department, a verification of all ledgers, 
certificates of deposit, cashier’s checks, loans and discounts 
with the collateral therefor, together with the stocks, bonds 
and other investments. I require the examiners to list all 
past due notes that are over thirty days past due, together 
with the collateral therefor, as well as to make a complete 
list of all overdrafts that have been running for more than 
thirty days, giving the date of the last entry on such accounts 
and a notation as to whether the overdrafts were chronic or in- 
cidental. I then require them to take all such matters up 
with the head officials of the bank and to make a full and 
complete report to the banking department concerning all 
such delinquent loans and overdrafts. It is absolutely neces- 
sary to verify all assets and liabilities, and many of them 
should be re-checked and reconciled in the head office of the 
Commissioner, and especially is this true as to bills payable 
and collateral therefor as well as rediscounts and collection 
and transit letters. 

In the examination of the Transit Department of the 
large city banks I have adopted the rule of taking off a com- 
plete detailed list of all such items and delivering the same 
to one of the officers of the bank other than the employee 
who has charge of the Transit Department. We then keep 
a copy of this transit account, and the officer with whom the 
list is left is required to notify our office daily of all collections 
on these outstanding items until they are entirely eliminated 
by the department. These larger banks handle millions of 
dollars of this class of business and a large part of it is 
composed of B/L drafts covering agricultural products and 
other commodities being shipped to foreign ports, so that it is 
essentially necessary to have these items duly verified. If 
this class of items has been outstanding for a long time we 
send tracer letters to the foreign bank holding the same and 
ask for a special report thereon, because through this channel 
thousands of dollars have been lost to our banks who engage 
in the exportation of products to foreign ports through 
moratoriums, depreciation in value of the product and from 
other causes. 

We all recognize the fact that the loans and investments 
of every bank constitute its very heart and vitals, and it is 
essentially necessary that they should be checked thoroughly 
and as a general proposition it is a good idea to get one or 
two directors to go over all these items with the examiner 
and to verify their correctness and value. I know of one 
bank in Mississippi that had many thousands of dollars of 
forged notes placed in the portfolio by the cashier to cover 
up a shortage and these notes had even been rediscounted at 
the Federal reserve bank. 

The examiner should not spend too much time on small 
technical items in the bank, but give his attention to the 
important and weighty matters that affect its solvency and 
stability. He should be well assured when he leaves the 
bank that it is solvent, its capital unimpaired and that it is 
a safe place in which the public can deposit their money. 
Whenever there are any bonds borrowed he should require 
proof of the authority to use such bonds, because they are 
frequently only left for safe-keeping, and yet some banks will 
borrow money on them. 

The authority of the officials to borrow money for the 
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bank should be investigated through the minute book so as 
to see that these officials are always within the limit pre- 
scribed by law and by the board of directors. If the officers 
or their firms have borrowed any money then a close in- 
vestigation should be made to see that the same has been 
properly approved by the board of directors and that the 
limit fixed has not been exceeded. 

The examiner as well as the supervisor should be cour- 
teous at all times; at the same time he should not hesitate 
to require the production of any and all records ‘that he finds 
necessary to make his investigation thorough and complete. 
In reviewing examinations he should write to the commis- 
sioner fully his views without indulging in carping criticism, 
but should give a frank and open statement of the conditions 
as he finds them, so that the commissioner can send to the 
bank a copy of this report and will himself be in a better 
position to judge of the remedy necessary to be applied. 
Bank examiners should always be upon a salary basis full! 
and adequate so that they do not have to rely upon the fees 
collected, which causes them to be inclined to rush their 
work for fear that their pay may be shortened. 

In the foregoing I have undertaken to give you some of 
the methods by which efficiency in bank supervision can be 
secured, and I feel that it is unnecessary to say more con- 
cerning the importance of this work in its relation to the 
general welfare of the public at large and to the banks 
which are under the direct supervision of the commissioner. 

I certainly thank you for the privilege and opportunity of 
having made this address upon some of these important mat- 
ters affecting the welfare of these great banking institutions 
that act as storehouses for the wealth of the public. To them 
we are responsible for our national greatness, our financial 
stability and our importance among the nations of the earth. 
May this supervision continue to keep them safe and sound. 


General Discussion 


Mr. THomas: I want to say a few words in regard to 
the question of stocks and bonds. I think the American 
Bankers Association ought to take some action to get an 
adjustment from the Revenue Department of the question of 
income tax. I know in several instances I have compelled 
banks to charge off a heavy loss on some of their stocks and 
bonds. They deferred some because they said the Internal 
Revenue Department would not allow them to deduct that 
from their income tax returns until they had absolutely 
disposed of it. Well, they had to go around through a fic- 
titious sale to a security company, then buy them back again, 
showing the loss on their books. It is the difference be- 
tween tweedle dum and tweedle dee, simply compelling them 
to do things in a roundabout way that ought to be permitted 
by the Internal Revenue Department. If an examiner from 
the bank department certifies to the Internal Revenue Depart- 
ment says that there is a loss of this, he having no interest in 
the bank, that amount should be deducted as a loss at the end 
of the year’s business. 

PresipENT McDoucGaL: It is unnecessary for me to say 
to you, because you found it out for yourself, that you have 
listened to an unusually good address, one full of horse sense 
and which I wish every member of the entire American 
Bankers Association could hear. 

Mr. McCautey: Mr. Chairman, if it be in order at 
this time, I would like to offer a motion that the suggestion 
of Mr. Thomas made relative to calling the attention of the 
Revenue Department to allowing these charge-offs all be 
referred to our Legislative Committee. 

Mr. CrarporNE: I second that motion. 

PrESIDENT McDouGaL: I am very glad to put that mo- 
tion, because we have had the same trouble in the state of 
New York, and I presume you have had in all states, espe- 
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cially in the large cities. In the state of New York a great 
many of the banks in the smaller places cannot lend all their 
money, and some of them are afraid to buy paper, and they 
have bought securities, and they have suffered. I agree ab- 
solutely with Mr. Thomas, and nobody but a bureaucratic 
government official would argue against it, but any loss that 
is certified to by the bank department of the state under 
which the banks are operating should be allowed. But re- 
markable things have happened. I hope you will parden the 
Chairman in talking when he has no business to on this mo- 
tion; but some remarkable things happen. Here is what 
happened in New York City to one of the large national banks 
there, and undoubtedly has happened to a great many others. 
One bank had some H. B. Claflin paper, and that firm failed 
a long time ago, years ago; and this Mr. John Skelton Wil- 
liams said to them, “Why, you know you ought to make a 
loss on them. You know that 40 per cent. does not mea- 
sure the full extent of the loss that you will make. Now, 
charge off 40 per cent. on that,” and he ordered them to do it. 
The government of the United States did it because they ad- 
mitted that it was the proper thing to do. Along comes the 
Internal Revenue Department representing the same United 
States, and they would not allow that, although another 
officer of another department of the United States gov- 
ernment had ordered it charged off. If that was any 
ordinary business, you would say to those two men, 
“You go back to the head of your Division and get to- 
gether. We won’t talk to you until you do.” That is what 
they ought to do in the United States government. They 
ought to say, “You go back and get together.” There ought 
to be a head to the United States administration of some 
kind that ought to be able to say to those men, “You fellows 
have got to get together on this thing.” I know that is what 
happens in government administration all the time. If some- 
thing of that kind could be done, it would be a splendid 
thing. Mr. Thomas has done us a real service here in sug- 
gesting this because your chairman who knew these other 
circumstances has not suggested it, and no one else that I 
know of in the American Bankers Association has suggested 
it. I have not heard of it. Are there any other gentlemen 
who want to speak on this? Are you ready for the ques- 
tion? The resolution is that this matter of endeavoring to 
try to get some remedy from the Internal Revenue Depart- 
ment be referred to our Federal Legislative Committee. 

The motion was duly seconded and carried. 

Mr. Leperer of New York: How many of you gentle- 
men here carry blanket bonds in your banks? It just seems 
to me it might be something for our Insurance Committee, 
owing to the fact that during this past year there have been 
a number of large defalcations in some of the larger cities 
of the country. The large underwriters have increased the 
rates 200 to 250 per cent. over a year ago. I feel they ought 
to work out something which would be in the line of merit 
rating based on the experience and the banking routine in 
part of it and of the number or variety of departments in 
the bank, and not merely of the number of employees or the 
size of the bond irrespective of the bank or irrespective of the 
number of the departments that the bank has. It seems to me 


that our committee would get a fair rating, if all banks would 
carry such bonds, not merely these fidelity bonds which run to 
$5,000 or even $10,000, as you see; but they can have the same 
at the same cost per bond, $25,000 or $50,000, which will indem- 
nify against all sorts of contingencies beyond those which a 
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fidelity bond covers. They are even now writing general 
forgery, not merely forgery of a bond, but forgery of checks 
drawn on the bank, forgery of any negotiable instrument on 
the bank. Such things ought to be seriously considered. 

Mr. Etitetrt of Colorado: The gentleman from New 
York referred to the subject of bond premiums and blanket 
bonds. The reason that small country banks do not carry 
a blanket bond on their employees is because to get the benefit 
of a blanket bond rate you have to have twenty-five employees, 
otherwise it is just as cheap to use the other form. I am 
speaking of the blanket surety bond covering embezzlement. 
You may be speaking of a banking bond on property; but the 
reason that the small country bank cannot carry a blanket 
bond on its employees, for instance, a $10,000 bond or a 
$100,000 bond on ten employees, is because you do not 
save anything by it under the insurance rates as they are 
today. You have got to have a good many employees to get 
any saving on a blanket bond, to cheapen it. I think it would 
be a good thing for the Insurance Department of the Amer- 
ican Bankers Association to try to work out some plan where 
small banks can get the benefit of a cheaper rate on a blanket 
bond, because it is prohibitive under the present schedule of 
rates. Also a blanket bond, such as the gentleman from New 
York suggested, covering all kinds of losses and which he 
suggested making mandatory in the law, would absolutely be 
prohibitive under the rates as they are charged for that ser- 
vice today for small banks. That is one thing that ought 
to be looked into. I make a motion that the subject be re- 
ferred to the Insurance Committee having charge of this sub- 
ject. 

The motion was duly seconded and carried. 

Mr. Barker of Kalamazoo, Mich.: A good many bankers 
have mentioned this one thing, and that is the certificates 
that are obliged to be attached to all industrial bonds and 
coupons. That is an awful annoyance. They have been 
changed very frequently by the revenue officers, or those 
in authority, and it seems to me it does not amount to any- 
thing. I don’t know whether the rest of you have had trou- 
ble. I know that we have had it in our place very frequently. 
We attach a certificate to the coupon showing the ownership 
and so on. We send it in to our correspondent, and it 
comes back saying, “You should use form number so and so.” 
Sometimes it comes from our own correspondent. Then we 
send it to New York, and it is returned, “Not the right form.” 
Why we have to use those I do not understand. I would 
suggest, with others who have had the same trouble, that in 
connection with the motion that has already been put, we 
add that this matter be referred to that committee also. 

The motion was duly seconded and carried. 

An interesting discussion followed regarding various 
phases of bank accounting and methods of preventing irreg- 
ularities, and numerous experiences were recited. 


Sentiment in Resolutions 


Chairman J. D. Phillips of the Committee on Resolu- 
tions submitted the following report, which was unanimously 
adopted : 

“As we are about to conclude our labors in the beautiful 
‘City of the Angeis’ this western city of sunshine and flowers, 
where the hospitality, good cheer and good will have been sc 
wonderful, we say to you, our friends, we thank you. 


“Whereas, our President. Mr. E. C. McDougal, president 
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Marine Trust Co., Buffalo, N. Y., has served us in a most 
efficient way, 

“Therefore, be it resolved, that we say to him, ‘We ap- 
preciate your services and untiring efforts in the interests, not 
only of the State Bank Division, but the American Bankers 
Association and our great nation as well. We are grateful 
to you, sir, for the past and although you are now stepping 
down from the active management of the affairs of this 
Division, you are still one of us and we shall look to you for 
counsel and advice in the future, as we have received from 
you active service in the past.’ 

“To the only George E. Allen, our most capable Secre- 
tary, who fully understands the needs of the State Bank 
Division, not only in itself but in its relation to the parent 
association as well, we say, ‘We appreciate your loyalty and 
intelligent devotion to duty, and may God bless you in the 
services you are rendering, not only to us, but to the young 
men of the country as well.’ 

“We sincerely appreciate the cordial and harmonious re- 
lationship existing between the National Association of Su- 
pervisors of State Banks and the State Bank Division, in 
the cooperative effort to stabilize and improve banking law 
and practice. 

“We particularly commend .the State Bank Supervisors 
for their sympathetic assistance in enabling many smaller 
banks to overcome financial difficulties and to continue in 
operation during the period of depression. 


“We again declare our strong opposition to the sale of 
fraudulent and worthless securities and the issuance of false 
statements and prospectuses for this purpose. We pledge 
our continued cooperation with the State Bank Supervisors 
to secure legislation that shall prohibit this iniquitous busi- 
ness. 


“We indorse the work of the Committee of Seven to 
secure Congressional action authorizing charges for the col- 
lection of checks. This Committee, through the sincere in- 
terest and wise guidance of its Chairman, Mr. Charles de 
B. Claiborne, has labored faithfully to promote the welfare 
and protect the interests of members of this Division. We 
particularly appreciate the cooperation of the Committee of 
Five of the American Bankers Association in the considera- 
tion of this question and in their efforts to bring about a 
satisfactory solution of it. 

“Whereas, our relations with the parent organization and 
its officers, President John S. Drum, Vice-President Thos. 
B. McAdams, Second Vice-President John H. Puelicher 
have been most cordial and harmonious; and 


“Whereas, we, the State Bank Division of the American 
Bankers Association, have the greatest confidence in our 
officers and pledge to them our heartiest support, believing 
they will honestly endeavor to carry out our wishes and de- 
sires when they understand through us what those wishes 
and desires are; and 


“Whereas, according to the report made by the General 
Secretary of the American Bankers Association at the 
Spring Meeting of the Executive Council, at Pinehurst last 
May, there were enrolled in its membership 22,980 banks; 
and 


“Whereas, there are, according to this report 15,841 banks, 
consisting of state and national banks, trust companies and 
savings banks, with capital stock of $100,000 or less; and 


“Whereas, there are 21,507 banks, members of the Ameri- 
can Bankers Association, with capital stock of $500,000 or 
less that have no representative from tHeir ranks on the Ad- 
ministrative Committee of the Association; 


“Therefore be it resolved, that we believe it would have 
a very wholesome effect upon the affairs of the Association 
and render most valuable assistance to the other members 
of the Administrative Committee in their deliberations, to 
have on said Committee representatives that think the 
thoughts and speak the language of the 21,507 banks. 

“Whereas, the National Bank Division has by a divided 
vote gone on record as favoring branch banks in cities of 
100,000 population or over in states where branch banks are 
permitted; and 
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“Whereas, we understand and realize that a very large per 
cent. of the national banks of America are opposed to branch 
banks; and 

“Whereas, the American Bankers Association has always 
been opposed to branch banking in any form; 

“Therefore be it resolved, that we reaffirm our position of 
being unalterably opposed to branch banks. 


“The pernicious activity of some unknown individuals 
or organizations to establish the system of branch banks in 
this country furnishes the motive for this action. 


“The financial welfare of the people of America and 
the self-preservation of the individual banks supplies the 
reason. 


_ “And we trust public sentiment in the future, as it has 
in the past, will always furnish the weapon by which this 
un-American undertaking may be destroyed. 


“We thank most cordially Mr. Guy, Huston of Illinois for 
his statesman-like address on Farm Finance and pledge to 
the cause and to the special committee to be appointed, our 
hearty support. 


“We also thank Hon. L. E. Thomas, examiner of state 
banks, of Louisiana, for his most able address on Bank Super- 
vision.” 


Election of Officers 


Mr. Hartman of the Committee on Nominations sub- 
mitted the following report of nominations for officers and 
members of the Executive Committee of the State Bank 
Division for the ensuing year: 

For President—R. S. Hecht, president of the Hibernia 
Bank and Trust Company of New Orleans, Louisiana. 

For First Vice-President—H. A. McCauley, president of 
the Sapulpa State Bank of Sapulpa, Oklahoma. 


Member of Executive Committee for one year to fill va- 
cancy—W. C. Gordon, president of the Farmers Savings 
Bank of Marshall, Missouri. : 

Members of Executive Committee for three-year term— 
George A. Holderness, chairman of the board of the Farm- 
ers Banking and Trust Company of Tarboro, North Carolina; 
Grant McPherrin, president of the Central State Bank of 
Des Moines, Iowa. 

There being no other nominations, the report of the Com- 
mittee on Nominations was unanimously adopted and the 
respective nominees thus duly elected. 

At a subsequent meeting of the Executive Committee J. 
D. Phillips, vice-president of the Green Valley Bank of Green 
Valley, Illinois, was elected chairman. 

PRESIDENT McDovucat: I want to say to you, gentlemen, 
that Mr. Hecht is unavoidably detained in New Orleans. This 
is the first time within my recollection that he has not at- 
tended one of the meetings. So we are unable to have him 
before you, but your new Vice-President is here, and I will 
ask him to step to the front and take the chair. 

Mr. H. A. McCautey: No, no, Mr. Chairman, keep your 
chair. I will say what little I have to say from the floor. 
I certainly appreciate the privilege of serving you as your 
Vice-President for the ensuing year. I deem it an honor 
to serve the State Bank Division of the American Bankers 
Association. 

PresipwENT McDoucat: Before we go, I want to ask you 
to remember Mr. Fred Collins, one of our highly valued 
members, who died during the year. 

The Fifth Annual Meeting of the State Bank Division 
then adjourned. 


State Secretaries Section 
Synopsis of the Proceedings of the Eleventh Annual Meeting 


First Vice-President Andrew Smith of Indianapolis pre- 
sided at the annual meeting of the State Secretaries Section 
which was opened on Monday, October 3, at 2:15 Pp. M., in 
Clark Hotel, Los Angeles. Twenty-four delegates were present 
In the absence of President D. S. Kloss, the following com- 
munication from him was read by Secretary M. A. Graet- 
tinger : 


“I would not have you think that what I write reaches the 
dignity of an address. My regret is that I cannot be with 
you, see you face to face, and speak to you. 

“The affairs of the State Secretaries Section, during the 
past year, have practically been in the hands of our secretary, 
and in his report you will get the doings in detail. I wish, 
however, to call special attention to the service bulletin issued 
from our headquarters. I believe you will agree with me 
that it is a most valuable bulletin, full of live matter, which 
should be helpful to the secretaries in their work, and, through 
them, reach the members of the various state associations. 
The service bulletin should be continued to keep all secre- 
taries in close touch with what is transpiring in the section, 
as well as keeping all in touch with matters pertaining to 
the American Bankers Association, as well as matters affect- 
ing bankers in general. 

“December first will end my present term of office as 
secretary of the Pennsylvania Bankers Association. I have 
asked to be relieved of further detailed service. I wish to 
say, while I will not be active as a brother secretary, I will 
no doubt be present at some of the meetings of your section, 
and whether present or absent, I assure you I will’ always 
have a keen interest in the success and welfare of the many 
secretaries I have learned to know through our association 
together. To use the words of another—‘Here’s to you and 
your families, may you all live long and prosper.’” 


Committees were appointed as follows: On _ resolu- 
tions, George H. Richards (Minnesota), Haynes McFadden 
(Georgia), and W. F. Keyser (Missouri) ; on nominations, 
R. E. Wait (Arkansas), George D. Bartlett (Wisconsin), and 
Morris Goldwater (Arizona). 

G. E. Bowerman, executive manager of the American 
Bankers Association was called upon: 


Mr. BowerMAN: What I have to say is not an address 
in any sense of the word. The thought I had in mind was 
one which I understand now, although I did not understand 
it at the time, has been discussed more or less over a series 
of years by the state secretaries section, and that was some 
continuity of dates so far as the state conventions were 
concerned; also it occurred to me that it might be possible 
to select different dates, that each state would have a definite 
daté upon which to hold its convention. For instance, last 
year Nebraska and Wisconsin held their meetings at the 
same time, and I presume it is your object as it is ours to 
have as large a representation and as many outside people 
attend your conventions as possible. It just appealed to me 
in thinking it over that it might be possible first for each 
state to select its different date and continue that date from 
year to year. Since coming in, in just a little informal talk 
a few moments ago, certain very good reasons were ad- 
vanced why it could not be done, although I believe those 
objections could be overcome. 


It would seem to me that if in your respective states a 
certain definite date was decided upon that you would have 
first call upon almost anything that you cared for in the 
way of a convention city or accommodations. 

We want to continue, if it is agreeable to you, the policy 
of having some representative of the American Bankers As- 
sociation at as many state conventions as possible, and if the 
different states could be arranged in groups and that group 
got together and agreed upon the dates of their conventions, 
with a reasonable interval of time between so that a person 
could go from one city to another or from one convention 
to another without very great delay, our thought was that it 
would serve your purposes just as well and serve our pur- 
poses a great deal better. It would also be a matter of 
great convenience to the visitors who are with you at your 
conventions. I know that in the West a short time ago I 
think Mr. Robinson agreed with Washington, Oregon, Utah 
and Idaho, about two days intervening, and when that was 
published we had I think the very best Eastern representa- 
tion that we have ever had. And at that time they had what 
they call the “Flying Squadron,” twenty or thirty or possibly 
twenty-five or thirty-five of Eastern bankers who had an 
opportunity and took in pretty nearly all these conventions. 
And we are all glad to have them with us, glad to show 
them what we are doing in the way of improvement in our 
different localities, and it is mighty good advertising for our 
sections, I think. If they could get a definite date on these 
different conventions, without too much delay, it would en- 
courage a great number of Eastern people especially to come 
to the West. And what I thought I would ask you to do, if 
you have not already decided upon it or threshed it out so 
that you know just where you stand on it—and it is nothing 
that I am in any way attempting to interfere with any more 
than to make a suggestion as it comes to me—I would ask 
you if you will consider it and see if something along the 
line of groups, especially with continuity of dates, could not 
be arranged. (Applause.) 

After some discussion, which brought out the fact that 
many of the states would not be in a position to adopt any 
specific plan in this connection, their convention dates being 
determined by councils of administration, it was determined 
that in the future each secretary shall notify Secretary Graet- 
tinger as soon as convention dates are selected, who will 
transmit these dates to all the secretaries composing the organ- 
ization, and they will endeavor to avoid conflict wherever 
possible, 


Secretary’s Report 


The Secretary’s report comprehensively covered the work 
of the year. Mention was made of the invitation extended 
to the section to meet with the Central States Conference at 
its annual spring meeting, which will be held in Milwaukee, 
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also the courtesy extended to the section by the Executive 
Council of the American Bankers Association which has in- 
vited the secretaries to attend the future Spring meetings of 
the Council and to hold a conference at that time. 

Attention was called to the Public Education campaign of 
the American Bankers Association, to which the support of 
the State Secretaries Section was pledged by its officers at 
the Executive Council meeting of the American Bankers As- 
sociation at Pinehurst last May. 

Referring to finances, the secretary reported that disburse- 
ments for the year amounted to $3,413.02, and that the ap- 
propriation of the Executive Council amounted to $3,850.00, 
leaving a balance in the treasury of $436.98. 


Report of Committee on Forms 
W. C. McFADDEN, Chairman 


Your committee has had several conferences since the 
report made to you dated March 8, 1920, covering the subject 
of the standardization of the sizes of bank drafts, cashiers’ 
checks, certificates of deposit and customers’ checks. 

At a mecting of your committee held May 6, 1921, at the 
time of the meeting of the Executive Council at Pinehurst, the 
matter was taken up for final consideration. 

Through the courtesy of Charles R. Butler, secretary-trea- 
surer of the Free Press Company of Mankato, Minn., as 
representative of both the Eastern and Western Associations 
of Manufacturing Bank and Commercial Stationers, a ques- 
tionnaire was sent to members of these associations and to 
other makers of bank checks throughout the country. The 
information received confirmed the decision of your committee 
in officially fixing the sizes recommended below. 

Members of our section are again urged to give publicity to 
the sizes of checks, drafts, etc., which may now be considered 
as officially and finally fixed as follows: 

Bank drafts, certificates of deposit, cashiers’ checks, trade 
— and voucher checks (when folded) 8% x 3% 
inches. 

Customers’ checks 8% x 3 1/16 inches; except that special 
checks requiring voucher panels, outlook ova!s, etc., which 
cannot be made on this size, may be made the same size as 
bank drafts, but in no instance to exceed 834 x 33 inches. 

Pocket checks 6 x 25 inches, with no exception. 

It is understood that the check and draft stubs may be 
made in such convenient sizes as will not cause waste in cut- 
ting from standard sheets of paper stock. 

We also wish to bring to your particular attention the fact 
that check and ‘draft numbers and dates should in all cases 
be in the upper right hand corner of the check and draft, the 
amount in figures and the dollar sign in the middle of the 
right hand end. Signature at the bottom of the right hand 
end of the instrument. 

Folded voucher checks should in all cases conform to these 
regulations as well. In addition, that all voucher checks be 
folded at the top. The endorsement should constitute all the 
receipt necessary for the statement, bill or memo contained in- 
side the voucher. That all signatures necessary for the bank 
to know be on the face of the voucher. That the back of the 
voucher should be absolutely free of any statements or print- 
ing of any kind, except the words at the extreme end, which 
might possibly read as follows: “The endorsement herein 
constitutes a receipt for the voucher within.” 

In sending this notice to the banks, we would suggest that 
it be brought to the special attention of the clerk in charge of 
ordering all checks. 

Recent court decisions, with which your committee assumes 
all secretaries are familiar, have made the matter of taking 
a proper form of receipt for customers’ monthly statements 
and cancelled vouchers very important and with the advice of 
General Counsel Paton of the American Bankers Association, 
your committee recommends the following form of receipt 
which may be made up in sizes to fit either a large or smal! 
sized envelope. Secretaries are asked to call the attention of 
all Association members to this very important form and urge 
its adoption and use at once. No cancelled vouchers should 
be returned to bank customers without taking this form of 
receipt: 


STATEMENT OF ACCOUNT 
Account of ............ Vouchers Returned 
Balance to 192 


Statement of Account and..... 


‘ ome Vouchers as described above. 
The bank shall not be responsible for any error in statc- 
ment or vouchers unless notified thereof within fifteen 
days from this date. 


BY) 


Your Committee also takes the liberty of recommending 
greater precaution on the part of banks in opening new ac- 
counts with strangers. If a standard form of request to the 
bank from the party opening the new account could be adopted 
generally by bankers associations, the bank which now hesi- 
tates to ask for specific information would not perhaps have 
the same hesitancy in presenting to the applicant a blank to 
be filled out, which they now have in asking for information, 
and in order that there may be some discussion on this sub- 
ject, your committee would submit the following form to be 
used by banks upon opening accounts with strangers and rec- 
ommend that this or a similar form be approved at this meet- 
ing and all secretaries are asked to inform association members 
in all state bankers associations. This blank, as you will see, 
will contain the signature of the applicant and will go to the 
reference given by him so that the signature can be verified by 
the reference. The adoption of a form of this kind would un- 
doubtedly be of service in many ways. In the first place, a 
crook opening an account for a fraudulent purpose would 
undoubtedly hesitate in giving a good description of himself 
and a referenece by which he could be positively identified : 


The undersigned wishes to open an account with your 
bank and gives as references 


with the request that such reference furnish you any re- 
quired information. 


My age is..., Height..., Weight..., Color of eyes... 
Color of hair.......... , distinctive marks............ - 
Latest business address 
Previous bank account with 
Other information 

Signature of 


To the “Reference” above named: The undersigned 
will greatly appreciate receipt of confidential informa- 
tion for our own use, as to the honesty and responsi- 
bility of the applicant whose signature and identifying 
information appears above; said information will be 
held in strict confidence and is requested solely for the 
protection of all business men who deal with banks, 


Yours very truly, 


Space for reply by party whose name is given as re- 
ference. 


Respectfully submitted, 
W. C. Macfadden, Chairman. 


| "Statement Clerk 
Bank Preferred 
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It was suggested that the blank to be filled out by a 
stranger desiring to open an account, should also provide for 
space for the finger print of the applicant. 

Mr. Macfadden stated that so far as the standardization 
of drafts and checks is concerned, the committee had consider- 
ed the matter from every angle and was convinced that no 
recommendation could be made which would be entirely sat- 
isfactory to all communities or all banks and financial insti- 
tutions. 

The section went on record as endorsing the standard 
forms of checks as recommended by the committee; approv- 
ing and recommending to state associations some uniform 
receipt for vouchers and some blanks for the opening of new 
accounts and cashing of checks by strangers, but did not en- 
dorse the particular forms recommended by the committee. 


Vice-President Thomas B. McAdams’ 
Address 


CHAIRMAN: We have with us this afternoon the first 
vice-president of our Association, of the American Bankers 
Association, Thomas B. McAdams. 

Mr. McApams: I do not desire to interrupt your regular 
order of proceedings and yet I do feel that this is such an 
important group, not only in its relationship to the American 
Bankers Association but the whole banking life of the coun- 
try, that I wanted to be here just for a few moments this af- 
ternoon and to try all I could to build up this relationship just 
a little bit closer. 

I came in when you were discussing this question of bank 
losses through fraudulent checks; I wasn’t here during the 
first part of the discussion. But it may be interesting to you 
to know that the protective, investigations of the last few 
months have shown that 35 per cent. of all the losses sustain- 
ed by the banks of this country are directly attributable to 
either the cashing of bad checks or acceptance of accounts 
upon improper identification. In other words, 35 per cent. of 
the losses can be saved if the banks themselves will only use 
a reasonable discretion in establishing business relations with 
strangers. The trouble with most of our banks is they do not 
realize that in opening an account with a man they establish a 
credit for him just as much as if they lend him money. If a 
man goes in to borrow $100 the chances are he has to go to an 
officer of the bank and go through a long series of interroga- 
tions. On the other hand, a man will go in and deposit $1,000 
in cash in a bank and we accept that deposit very readily, and 
then a few weeks later he comes in and begins depositing 
checks on foreign points, and if he works at that for six 
months and gets away with $5,000, why, he has not made a 
bad job of it at all. We had in Los Angeles a man who 
opened an account with one of the largest institutions here, 
claiming that he came from one of the cities in Texas. He 
happened to get one of the tellers and the teller was an old 
resident of that Texan city. This man had so posted him- 
self that he succeeded in establishing the fact that he knew 
something about the town and the teller thought he was all 
right. It took only a few weeks, however, before he stuck 
every one of these banks by drawing the uncollected funds, 
and before the checks came back he had gone. 

That brings me to one phase of cooperation—where we 
can cooperate in this preposition. The American Bankers 
Association, as you know, last Spring raised the dues. There 
have been some of the small banks that have not understood 


it and I wanted to have you understand it, have the mem- 
bers of your Association understand itso that you will be 
advised, that 16,000 banks of the Association, up to this 
increase in dues, were paying only 60 per cent. of the aver- 
age cost of the expenses of the Association per member, and 
the dues of the 16,000 banks, in spite of all the increased 
activities and phases of the Association, had not been in- 
creased since 1903. Every other bank or association had 
been. Despite that fact, in making this increase to the smaller 
banks the Administrative Committee and Executive Council 
increased the dues of all members so that they would not 
feel that they were discriminated against. I believe that the 
American Bankers Association is worth $15 or $20 a year 
to any bank. The Legal Department alone is worth that. 
But the principal idea we had in increasing it was we could 
try to make this Protective Department of ours function more 
efficiently. There is no way to indicate just exactly what it 
is going to cost in advance; we do not know how many 
cases there are going to be and it is a continual effort on 
the part of everybody connected with the Association to try 
to keep the Protective Department from eating up all the 
funds of the Association. So we felt on this particular point 
it was necessary, if we were going to continue the Protec- 
tive Department, to put all the financial resources back of it 
that we possibly could so that the members of the Associa- 
tion would really feel they were getting the protection for 
which they paid. I do not think we will ever get the Pro- 
tective Department where it will please everybody. When 
a man gets stuck by the operations of a crook he naturally 
feels that that fellow ought to be run down to the ends of 
the earth, whether there is $50 involved or $5,000 or $100,000. 
But we all know it is impossible to catch a large number of 
them. The records of the department have shown, however, 
that there have been criminals caught on an average of one 
every four days, or something of that kind, since the de- 
partment has been organized. It is certainly doing wonder- 
ful work in keeping down crime. Weneed the active 
cooperation of everyone in seeing that this department 
functions. There is no greater service that you can render the 
Association. Whenever you have cases come up in your 
state in which you think the banker does not receive the 
proper attention and, in fact, if he has not received the prop- 
er attention, bring it immediately to the attention of the 
officers of the Association. We want that information, be- 
cause it is the only way that we can check up. The only way 
we can get that is to get the reaction from the bank. It 
would help us in making that service more effective and it 
would be a wonderful thing from the standpoint of the Asso- 
ciation and also add to the protection of your bank. Since 
I have been here I have had a letter from the Pinkerton peo- 
ple in which they indicate they will likely withdraw from the 
bankers service outside of the cities in which they have 
offices. I do not know whether that is a final decision or 
not, but if so that is going to put on the American Bankers 
Association even a greater burden. But we are prepared to 
take that on, and if the membership is maintained at last 
year’s standard we will have sufficient money to give all these 
crooks all over the country a good run for their money and 
make them really feel they cannot afford to attack a mem- 
ber bank. I do not know of anything in the world we can 
do which will be of more benefit to our members at large, 
especially the small country banks, than te make you feel 
that the whole power of the Association is put behind this 
plan to protect. 
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“136 Hold-Ups and 319 Burglaries” 


Have you read the report of the Protective Committee of the American Bankers Association given at 
the last session in Los Angeles? It reads as follows: “The Protective Committee reported that there 


were 136 hold-ups on banks-in the United States between September Ist, 1920, and August 31st, 1921. 


In the same period, this Committee reports 319 burglaries.”’ 


The Duplex patented vault and hold-up systems supply the last word in electric protection. 
of banks throughout the country have availed themselves of the protection afforded by our product. 


Hundreds 
It is 


installed in the government vaults in the Bureau of Engraving and Printing at Washington and in many 


banks in the larger cities. 


What Your Brother 
Banker Says of Duplex 


1. We are glad to pay this tribute to 
a concern that we believe has perfected the 
last word up to 1921 in electric vault pro- 
tection devices of this nature.—National 
Valley Bank, Staunton, Va. 

2. The installation of your protection 
System in our new vault has been completed 
and appears to be working in a very satis- 
factory manner.—Buffalo Branch Federal 
Reserve Bank of New York. 

3. We have not hesitated to recommend 
it to numerous friends, and, in fact, a number 
of them have installed the same System.— 
Third National Bank, Scranton, Pa. 

4. The picture was shown at two of our 
local picture show houses with very grati- 
fying results. We are very much pleased 
with your System.—Citizens National Bank, 
Piqua, Ohio. 

. We are entirely satisfied in regard to 
the workings of the System.—Liberty Bank 
of Buffalo, Buffalo, N. Y. 


We believe the advertising obtained through the in- 
stallations has more than recompensed us for its cost. In 
addition we feel that we have the best protection that it is 


DUPLEX PATENTED 
HOLD-UP ROD 


possible to buy which is quite a satisfaction. 
—Hazelwood Savings & Trust Co., Pitts- 
burgh, Pa. 

7. The fact that we have had the System 
installed has given us all a great deal of 
satisfaction and confidence, and we feel well 
repaid for the expenditure.—West End Bank, 
Brooklyn, N. Y. 

8. In selecting your System, we have not 
selected the cheapest. In considering these 
systems, we feel that the best is none too good. 
—Palmyra National Bank, Palmyra, N. J. 

9. We have already opened a number 
of new accounts and very good ones on ac- 
count of the fact of our having this System 
of protection for our vault.—Peoples Savings 
Bank, Wilmington, N. C. 

10. We believe that your System is the 
best on the market.—Commercial Trust Co.. 
Springfield, Mass. 

11. We are very much pleased to in- 
form you that your vault alarm system 
successfully protected us from any loss 
whatever when our vault was unsuccessfully 
attacked by burglars in the early morning 
of Oct. 12th and your alarm system saved 
us. The burglars made the attack on the vault door but were 
prevented from gaining entrance by the operation of your sys- 
tem.—The National Bank of Arendtsville, Arendtsville, Pa. 


What Duplex Means to You, Mr. Banker 


1. Complete vault protection. The only absolute pro- 
tection against the ravages of the oxy-acetylene flame. 


2. An investment proposition—maximum insurance re- 
ductions. 


3. Increased confidence of your depositors. 


4. Qualifications of your legal responsibility to deposit 
box holders. 


5. Your moral obligation to yourselves, your stockholders 
and depositors fulfilled. 


Let us send you further data on our proposition. 


be pleased to call and demonstrate the merits of Duplex. 


6. Your own confidence restored—dangers and fears 
allayed. 

7. New business inspired—an advertising feature par 
excellence—a public demonstration—use of educational 
motion picture—newspaper features. 

8. Protection against loss of public confidence incident to 
successful attack. 

9. Protection for the lives of your employees. 

10. An incomparable patented hold-up protection— 
danger of accidental alarms removed. 


We have a representative in your vicinity. He will 
Do not delay. You never can tell when the 


yeggman will strike—even now he may be planning his attack. 


DUPLEX ELECTRIC CO. 


75-77 GRAND STREET 


NEW YORK CITY, N. Y. 


When writing to advertisers please mention the “Journal of the American Bankers Association.” 
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I do not want you to act as membership committees but 
I would be very glad to have you familiarize yourselves with 
the various functions of the Association so that when a man 
says to you, “I do not see why I should remain in the Ameri- 
can Bankers Association,” that you at least be in position to 
put him on the right track. We have got the most wonder- 
ful organization in this country, that is, from a potential 
standpoint. If you will just stop and visualize the 23,000 
institutions, from the largest in the land to the smallest bank 
in the small hamlet, and think of the powerful influences 
which can be wielded for constructive American principles; 
if we will simply utilize the influences of the bank officer, the 
bank employee and the director of the institution and the 
depositors—why, outside of the doctor there is nobody that 
gets so close to the individual citizen as does the banker. He 
must be careful always that the American Bankers Asso- 
ciation is not used for selfish purroses or is not used in any 
way for class legislation or anything that will put us in the 
position of being accused of being un-American. But there 
are problems which are being taken up by the Economic 
Policy Commission, Public Relations Commission, and the 
various divisions of this Association, which are vital to the 
life of this nation and to its future stability from a financial 
standpoint. It is of essential interest to the State Bankers 
Association that the American Bankers Association should 
be kept as strong numerically as possible, so that when any 
question comes up that is fundamental, that needs combined 
effort, whether from the standpoint of the political influence 
or the standpoint of creating public opinion, that we will 
have at our beck and call a piece of machinery which will 
function immediately and will produce an effect which we 
cannot get away from. We have done those things in the 
past and I believe today there is more need for that kind 
of cooperative effort than ever before, certainly for many, 
many years. I do not know of any one element in Ameri- 
ca today which is more essential to a sane reconstruction 
of our affairs, both governmental and social, than the bankers 
of this country. 

I am very glad that the Executive Council last Spring 
adopted the suggestion which originated through the Execu- 
tive Committee and arranged for the meeting of Secretaries 
at the annual Spring gathering. I sincerely hope you are all 
of you going to find it possible to be present next year at 
the Spring meeting. There is no competition between the 
American Bankers Association and the state associations; 
we are all working for exactly the same things. It seems 
to me the closer we can get together, the more we can be 
helpful to each other and the greater service we will be 
able to render to the banks and the people we represent. 

Personally, I assure you if I should be charged with the 
responsibility of handling the affairs of the Association dur- 
ing the coming year the state associations can count on my 
fullest and heartiest cooperation. I want to take this op- 
portunity to thank the secretaries who were kind enough 
last Fall to do a great deal of work in an effort to check 
up this Protective Department. The information secured 


was of great value to us in readjusting some of our prob- 
lems and I do not know of any other way the data could 
have been secured except through you good men who did 
it, did it at a great deal of expense of time and money. 
Most of you were very cheerful about it, too, and I want 


to thank you for cooperating with me in that particular 
matter. 

I believe we have a wonderful year ahead of us for 
service. It will be interesting to you, as the convention goes 
on, to know the number of big problems that are ahead of 
the Association. And as I said at the start, I do not know 
of any more effective piece of machinery for carrying on 
this work than this piece right here represented by you good 
men. If there is any way in which you can help us more 
than you have in the past I can assure you that the officers 
of the American Bankers Association will be grateful. (Ap- 
plause.) 

An informal disct. sion on protective matters followed. 


Report of Insurance Committee 
G. H. RICHARDS, Chairman 


al Officers and Members of the Secretaries Section, 
B.A. 


At the last annual meeting of the Secretaries a committee 
was appointed to undertake to have the reports of insurance 
commissioners so changed that they would reflect the amount 
of premiums paid, the amount of losses paid and the commis- 
sion cost of bank burglary and fidelity insurance. 

On this committee was appointed W. B. Hughes, E. W. 
Bowman and the writer. Subsequently, on account of desiring 
to use the first named gentlemen upon another committee, the 
President substituted Frank Warner and L. J. Welch for 
Messrs. Hughes and Bowman. 

It was found necessary to interest the Forms Committee 
of the Insurance Commissioners Association, in order to ob- 
tain a change in the forms of reports from the insurance com- 
panies to the insurance commissioners. 

A hearing was granted to your committee at the Commodore 
Hotel in New York on May 17 last, and as neither Mr. Warner 
nor Mr. Welch were able to attend, the Chairman of your 
committee prevailed upon George Bartlett to appear with him 
before the Forms Committee. 

After making our plea and after having firmly fixed in our 
minds that the insurance commissioners would favorably con- 
sider obtaining the information desired as “supplementary in- 
formation” with the regular reports, we were surprised to 
hear a representative from one of the companies make the 
statement that the information desired was compiled by the 
companies for the Insurance Committee of the American 
Bankers Association and immediately the question was asked 
of us, why did we not get the information from the Insurance 
Committee? Our explanation that the Insurance Committee 
received the figures from the Burglary Underwriters Associa- 
tion as “confidential information” had no force, for the same 
speaker stated that the information furnished was common 
property, inasmuch as it was published within a few days of 
its delivery to the committee, in a trade journal. The effect of 
which was to leave the impression with the Forms Committee 
that the Secretaries were simply not on the right relationship 
with the Insurance Committee of the American Bankers Asso- 
ciation and our request was formally denied. 

In these circumstances the attached communication to your 
Secretary was prepared and in accordance with same and after 
obtaining the approval of the Board of Control the matter was 
submitted to the Administrative Committee of the American 
Bankers Association. 

As a final suggestion it is hereby recommended that the 
Secretaries Section continue its insistence upon the Insurance 
Committee giving immediate and continued consideration to 
the question of rates for burglary and fidelity insurance, in- 
asmuch as the members of the Association are entitled to 
know whether or not the present rates are equitable and just. 
This is surely just as important as is the policy and bond 
forms, consideration of which has seemed to take the entire 
efforts of the committee, for a number of years, so far as 
any benefit to the members is concerned, 


Following the presentation of the formal report, Mr. 
Richards asked that the Section do what it can to bring about 
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a careful investigation of the rate situation through the In- 
surance Committee of the American Bankers Association and 
recommended that the matter be submitted to the Adminis- 
trative Committee of the American Bankers Association with 
the request that a secretary who is a member of the Execu- 
tive Council be appointed as one member of the American 
Bankers Association’s Insurance Committee, believing it 
would be a great aid to the other members of the Committee. 


Report of the Committee on Simplified 


Income Tax Forms for Banks 
W. F. KEYSER, Chairman 


Your committee is continuing its efforts to secure from 
the Treasury Department a simplified form of income tax 
return applying specifically to banks. At the Washington 
meeting of the Section a year ago, your committee reported 
that although it would not be possible to secure such a form 
for the 1920 returns, we were hoping to be able to submit 
special suggestions for the aid of banks in making their in- 
come tax reports. Accordingly, a set of special suggestions 
was prepared by the associate member of your committee, 
Theodore S. Cady, of the Federal tax department of the 
Fidelity National Bank and Trust Company, Kansas City. 
These suggestions were prepared and verified with utmost 
care, and we have every reason to believe they were abso- 
lutely accurate. All state secretaries were given the oppor- 
tunity to subscribe for a sufficient number of copies to sup- 
ply the membership of their respective associations. Orders 
were received from twenty-two secretaries for a total of 
21,100 copies. These suggestions were most favorably com- 
mented on by financial journals, were used as text in some 
of the schools, universities and chapters of the American In- 
stitute of Banking, and proved to be the greatest help that 
banks in general had ever received in preparing their income 
tax returns. 

We are assured that a representative of your committee 
will be invited to sit with the Forms Committee when it goes 
into session for the discussion of the matter of forms for 1921 
income tax returns. Direct inquiry convinces us that senti- 
ment exists among the authorities at Washington which is 
decidedly favorable to our side of the question. The princi- 
pal obstacle to overcome is the possibility that the adoption 
of a special form for banks might establish a precedent that 
numerous corporations in other lines of business would en- 
deavor to take advantage of. 

All in all, the status of our case is much more encour- 
aging than it was a year ago. 

This report would be neither complete nor just if we did 
not acknowledge the tireless, intelligent, efficient services that 
have been rendered your committee by Mr. Cady. If we 
achieve the desired results, our success will be due in a 
large measure to Mr. Cady, who has given liberally of his 
time and knowledge and has labored arduously without hope 
of compensation. 


Report of the Committee on Federal 
Tax Revision 
M. A. GRAETTING”:£. Secretary 


At the Central States Conference held in St. Louis on 
March 22-23, 1921, Theodore S. Cady of the Fidelity National 
Bank and Trust Company, Kansas City, called attention to 
the injustice of the revenue law in now permitting banks to 
deduct from their gross income taxes paid for stockholders 
on their stock holdings, in making income tax returns. He 
explained the uniform practice in all states of levying against 
the stockholders for the reason tliat under the national bank- 
ing act the states are prohibited froin levying any tax against 


national chartered banks, except for real estate owned by 
such banks. He recommended that a movement be initiated 
to remedy the unfairness of the existing law in this connec- 
tion, and a resolution was adopted authorizing the appoint- 
ment of a committee of three to present these tax matters to 
the United States Treasury Department or to Congress and 
providing that the assistance and cooperation of the General 
Counsel of the American Bankers Association be solicited in 
so doing. A committee was appointed, consisting of secre- 
taries Andrew Smith of Indiana, W. F. Keyser of Missouri, 
and M. A. Graettinger of Illinois, the latter being designated 
chairman, and subsequently, Theodore S. Cady was appointed 
associate member of the committee. This matter was pre- 
sented to the Executive Council of the American Bankers As- 
sociation at its Spring meeting at Pinehurst and received the 
Council’s approval of the plan of the committee. 

Mr. Cady and Thomas B. Paton presented arguments in 
favor of the desired amendment to Mr. Mellon, Secretary of 
the Treasury, and some of his assistants. When it was learned 
that the Ways and Means Committee of the House of Rep- 
resentatives, which prepared the new Revenue Bill, now being 
considered, had not included the desired provision, the mat- 
ter was taken up with the Senate Finance Committee. It 
not being possible to obtain a hearing before that committee 
a brief was filed with the members thereof, a copy of which 
is hereto attached. A supply of briefs was also sent to each 
secretary with the request that they be distributed to bankers 
who would have some influence with their respective sena- 
tors and that they be asked to write them individually. The 
secretaries were also notified to ask all their members to 
write to Washington. Various letters and wires were ad- 
dressed to the leaders of the Senate Committee and every 
honorable means was used to have the Committee adopt the 
provision. 

These efforts were successful and incorporated in the bill 
reported by the Finance Committee to the Senate on Sep- 
tember 21 was the amendment which would allow banks to 
make deduction for personal property taxes paid for stock- 
holders on account of their stock holdings. 

If there has been no change in sentiment when the bill is 
passed by the Senate and the provision remains therein, it 
will then have to run the gauntlet of the deliberations of the 
Conference Committee appointed by the two houses. We 
are, therefore, now concentrating our efforts on the Ways 
and Means Committee of the House, so that we may be 
assured of the acceptance of the amendment by the House 
Conference. 

The thanks of the Committee are due Mr. Cady, General 
Counsel Paton and also E. E. Mountjoy, Deputy Manager of 
the National Bank Division, who because of his office being 
located at Washington, looked after our interests in the mat- 
ter of appointments with Treasury officials and kept us ad- 
vised of the situation at all times. 

The following resolutions were adopted: 

“Resolved, That it is with sincere regret that we learn 
of the retirement from active duties and our Section of 
President D. S. Kloss. After years of most pleasant asso- 
ciation, we know how much his absence will be felt and 
how much we will lose by being deprived of his counsel 
and advice. 

“Resolved, That the greetings of this Section be sent to 
Mr. Kloss with all good wishes for health and happiness. 

“Resolved, That we commend the splendid work of the 
Insurance Committee of the American Bankers Association 
on forms and contracts and request that their work be ex- 
tended to include an investigation of rates of premium 
charged for burglary policies and fidelity bonds. And further 

“Resolved, That the results of such investigations be 
communicated to the members of this Section through its 
central office and Secretary M. A. Graettinger.” 


The following officers were elected: President, Andrew 
Smith, Indiana; First Vice-President, W. B. Hughes, Ne- 
braska;+ Second Vice-President, J. L. Hartman, Oregon; 
Secretary-Treasurer, M. A. Graettinger, Illinois. , 

Board of Control—Andrew Smith; W. B. Hughes; Mrs. 
H. M. Brown, Michigan; W. F. Augustine, Virginia; H. G. 
Huddelston, Tennessee. 
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New Members 
From Sept. 26, to Oct. 
25, 1921, Inclusive 


California 

Bank of Alameda, Webster St. Branch, 
Alameda 90-99. 

Daly City Bank, Daly City 90-946. 

First Savings Bank, Glendale 90-967. 

Glendale State Bank, Glendale 90-960. 

Guaranty Trust and Savings Bank, Hunt- 
ington Beach. 


Colorado 
Capitol Hill State Bank, Denver 23-76, 
Liberty State Bank, Timnath 82-445. 


Illinois 
First State Bank, O'Fallon 70-2044. 


Iowa 
First National Bank, Cresco 72-329. 


Kansas 
Cullison State Bank, Cullison 83-794. 
Olsburg State Bank, Olsburg 83-698. 


Maryland 
Atlantic Trust Co., Baltimore 7-105. 


Michigan 

Central Savings Bank, Cass and Grand 
River Branch, Detroit 9-53. 

Central Savings Bank, Gratiot and Jos. 
Campau Branch, Detroit 9-53. 

Central Savings Bank, Mack and _ Hol- 
comb Branch, Detroit 9-53. 

Central Savings Bank, Oakman _ Boule- 
vard and Glendale Branch, Detroit 9-53. 


Missouri 
Bank of Malden, Malden 80-318. 
Pine Lawn Bank, St. Louis P. O., Pine 
Lawn 80-1693. 


Montana 
First State Bank, Froid 93-194. 


New Jersey 
Peoples National Bank, Belleville 
First Italian Bank, Camden 55-95 
City National Bank, Hackensack 217. 
Wm. H. McKenna & Co., 119 Ellison 
St., Paterson. 
Swedesboro Trust Co., Swedesboro 55-473. 


New York 

National City Bank, 42d St. Branch, New 
York 1-8, 

Progress National Bank, New York 1-310. 

Wm. H. McKenna & Co., 25 W. 43d St., 
New York. 

Morris Plan Co, of New York, Browns- 
ville Branch, 1808 Pitkin Ave., Brook- 
lyn. 

Morris Plan Co. of New York, Greenpoint 
Branch, 804 Manhattan Ave., Brooklyn. 


Ohio 
Cosmopolitan Bank and Trust Co., North 
Cincinnati Branch, Cincinnati 13-61. 
Cosmopolitan Bank and Trust Co., West 
End Branch, Cincinnati 13-61, 


55-525. 


Pennsylvania 
Montour County Trust Co., Danville 
60-575. 
State Bank of Paradise, Paradise 60-1576. 
3ond & Goodwin, 104 S. 4th St., Phila- 
delphia. 
Wm. H. McKenna & Co., 221 S. 15th 
St., Philadelphia. 
Wm. H McKenna & Co., 240 4th Ave., 
Pittsburgh. 
Union Savings Bank and Trust Co., 
Wilkes-Barre 60-69. 
South Carolina 
First National Bank, Greer 67-198. 
Citizens Bank, Inman 67-547. 
Virginia 
Loan & Savings Corporation, Richmond. 
Canada 
Canadian Bank of Commerce, Frelighs 
burg, Quebec. 
Hawaii 
Peoples Bank, Kohala. 
First Bank of Hilo, Pahala, Kau. 
Guatemala 
Banco Colombiano, Guatemala. 


a 
are setting this message of safety 
The desirablility of positive check security is being 
told to millions upon millions of readers each 
month. Big national magazines are carrying the 


message of absolute check safety into every nook 
and corner of America. 


Super-Safety Insured bank checks are 
fast coming to be recognized publicly 
as the very safest check that it is 
possible to use. 


Thousands of bankers have already 
realized the great value existing for 
them in positive safety. They offer 
definite check protection to every de- 
positor, and the removal of danger is 
reflected at once in greater confidence, 
which means more business. toon EVERY CHECK YOU SIGN 


Protected by individual bonds of 
American Guaranty Company 


These checks PAY DIVIDENDS. Use These decks are the you abe 


them properly and they will prove to qt 
you that they are splendid “‘business- 

builders.” Our national advertising 

helps you to attract your public. Use 

that powerful attraction. 


$1,000.00 of check insurance 
against fraudulent alterations, 
issued without charge, 
covers each user against loss. 


The Bankers Supply Company 
The Largest Manufacturers of Bank Checks in the World 


NEW YORK CHICAGO DENVER 
ATLANTA DES MOINES SAN FRANCISCO 
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